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A Banker's Diary 


IMPORTANT changes have been taking place in the past few weeks in the 
day-to-day cash policy of several of the clearing banks, and even more far- 
reaching changes seem to be in the air. During August, the 

Démarche money market was for a time at a loss to explain certain 
on Window- unfamiliar tactics of the banks in the short loan market. 

Dressing? Calling “out of turn” became more frequent; the banks 

became less accommodating than usual, especially when large 
sums were sought by the discount houses early in the day ; and funds absorbed 
by payments to the Treasury against floating debt did not return as freely or 
as rapidly into circulation as is customary. The last Bank return in the month, 
reflecting the August “‘ make-up ’’, brought these tendencies into sharper focus 
by revealing a £58-millions rise in bankers’ deposits to the highest level ever 
shown (except at the last half-yearly balance date) alth ugh money in the 
market was then far from plethoric. 

In market circles it was then freely stated that the underlying cause was a 
major change in bank window-dressing habits, initiated presumably in response 
to an official hint. That was, indeed, the obvious deduction from the facts, 
and suggestions of this kind then appeared in The Economist and elsewhere. 
Since then, open discussion of the possibilities has died down, and some members 
of the market have gone so far as to affirm positively that there never was any 
teal basis for these conclusions. The frictions in the short loan market and ‘he 
unexplained stoppages in the even circulation of funds (which still continue), 
it has since been contended, were, after all, due simply to unusually heavy 
borrowing on Treasury deposit receipts and to the imperfect detailed technique 
of the authorities in the City and Whitehall—especially the latter. 

Without prejudice to the question of the quality of this technique, these 
explanations may be discounted—at well over Bank rate. What seems to have 
happened is that several banks that have been the most enthusiastic window- 
dressers in the past, and have constantly allowed their day-to-day cash balances 
to fall far below the published levels, have lately decided upon a more equable 
practice. And the fact that several banks acted almost simultaneously 
scarcely leaves room for doubt that the initiative came from the authorities, 
who have never disguised their dislike of unduly wide cash variations—unless 
these were infrequent and patently due to the fortuitous pressures which every 
bank must face from time to time. 

The scale of window-dressing, as figures given in THE BANKER in the past 
have plainly shown, has become so vast that reconsideration of the whole 
technique is long overdue, especially as any reasonable excuses for it have long 
since disappeared. And any student of the traditional principles of Bank of 
England credit control will readily perceive that large day-to-day variations 
of bank cash ratios must run counter to the wider objectives of that control. 
It is, as yet, uncertain how far the tendencies now set in motion will spread 
—if only for the reason that, save on the most limited range of questions, 
the bank; are not accustomed to act in concert. But we have not by any 
means heard the last of the matter. 
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As the Governors of the International Monetary Fund assembled for their 
first annual meeting in Washington on September 26, they had before them 
the more important exchange parities communicated by 

Bretton member countries at the invitation of the Fund’s managing 

Woods director, M. Gutt. The U.S. Treasury has informed the Fund 
Parities that the par value of the dollar is that fixed by Presidential 
proclamation on January 31, 1934, namely 15 5/21 grains of 

gold nine-tenths fine, equivalent to a price of $35 per fine ounce of gold. The 
Chancellor of the Exchequer, before leaving for the Washington meeting, 
stated that the sterling parity communicated to the Fund was the existing 
official rate of $4.03 to the dollar. The French Government is also abiding to 
the present rate for its currency and, according to M. Schuman, the Minister 
of Finance, no further devaluation of the franc is under contemplation. But 
that implies a measure of deflation in France, if the symptoms of “ funda- 
mental disequilibrium ”’ are not to manifest themselves in the fairly near future. 

The meeting of Governors of Fund and Bank will, in the main, have served 
as an opportunity for discussions of common financial problems between the 
many Ministers of Finance and Central bankers assembled at Washington. 
There will have been no lack of subject matter. The inaugural meeting at 
Savannah left some basic questions unresolved. The main issue faced at that 
meeting was the clash between what might be termed the ‘‘ banking ”’ and the 
“political ’’ conceptions of the Fund. The choice of Washington as the site 
for both Bank and Fund, and the decision to entrust the day-to-day conduct 
of the Fund largely to the boards of executive directors representing the 
countries which appointed or elected them, suggested victory for the 
political approach. There should, however, be ample scope for debate on 
the extent to which the intrusion of member Governments into the affairs 
of the Fund should be allowed. 

As regards membership, there is still no further news about the ratification 
of the Bretton Woods agreements by Russia, Australia and New Zealand, 
all of whom signed the agreement, but contented themselves with sending 
“ observers ” to the inaugural meeting at Savannah. The Russian decision is 
bound up with wider political considerations. In any case, Russia will be kept 
duly informed of what is taking place by her satellite representatives. Australia 
and New Zealand are unlikely to reach a decision about ratification until after 
the elections which both countries are about to hold. Meanwhile, it is interest- 
ing to note that the Governor of the nationalized Commonwealth Bank of 
Australia has expressed himself in favour of ratification. 


THE terms of the Argentine sterling settlement, if below the best that may be 
hoped for from the negotiations with Britain’s other creditors, at least create 
no awkward precedents. The agreement, also embracing the 

Argentine meat contract and the British-owned railways, was the more 
Sterling welcome because it followed ten weeks of trying negotiations 
Settlement which, only a few hours before their final success, seemed to 
have yielded no other product than friction. If the Argen- 

tinians had had their way, the precedents for other sterling negotiations would 


have been awkward indeed, for they demanded an interest rate of 24 per cent. | 
if their balances were to be funded, or complete convertibility for them, if they | 


were not. Obviously, Sir Wilfrid Eady and his colleagues could not—and 
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never intended to—agree to such terms. Hence the protracted deadlock on all 
three issues, for Argentina insisted on treating a sterling settlement as a 
condition of discussion of meat and railways. 

Against this background, the sterling plan is distinctly satisfactory, for 
Britain has carried the two points that were crucial for her. The bulk of 
Argentina’s existing balances, now standing at about {£130 millions (the 
difference of about £15 millions between this total and the figure often men- 
tioned in recent weeks represents forward accruals of sterling), will be blocked 
for four years from September 17, and during that period will carry interest 
at 4 per cent. payable in fully convertible sterling. Releases of the blocked 
sterling are permitted only (I) at the rate of £5 millions per annum, to be 
freely available for current transactions ; (2) for a transfer of £10 millions in 
sterling to settle a debt due to Brazil; (3) for the repatriation of Argentine 
public debt and the purchase of British investments in Argentina ; (5) for the 
discharge in sterling of any deficit in the Argentine balance of payments with 
the sterling area. The amount remaining blocked will continue to enjoy a 
gold guarantee (against change in the gold value of sterling). There will be 
no such guarantee, however, for sterling acquired by Argentina after September 
17 (including the outstanding forward sterling when the contracts mature and 
sterling received from Paraguay under a tripartite agreement), but all such 
sterling will be freely available for current transactions anywhere. This 
convertibility will, if necessary, be achieved by payment in gold or American 
account sterling by the Bank of England. 


By thus freeing all future current Argentine receipts of sterling, Britain is 
anticipating by some ten months the obligation imposed under the Anglo- 
American loan agreement to free such receipts by all countries. 

Free and On the other hand, the agreement creates a category of sterling 

Blocked _ balances which are neither free nor funded, but which can be 

Sterling used only for strictly prescribed purposes and in that sense 

are “‘ blocked ”’ sterling. In principle, however, this blocking 
of Argentine sterling is far from complete because of the right (point (5) above) 
to use the money to meet any current deficit with the sterling area. This 
means that if sterling countries could spare for export large quantities of 
goods of the kind Argentina wants, the Argentinians could, by buying heavily, 
tun up a big current deficit and then discharge it by drafts on the “ blocked ” 
balance which, so far from being blocked in fact, would thus be repaid in 
goods. But the hard realities of transitional shortages and bottlenecks in the 
sterling area, and the certainty that Britain will be buying heavily from 
Argentina (the new meat contract will embrace not less than 80 per cent. of 
her exportable surplus), make this only a theoretical possibility. 

On a wider view, that is fortunate, for a clause of this kind would be em- 
barrassing in agreements with countries whose prospective balance of payments 
with Britain is less assuredly favourable than Argentina’s. To include it in 
such cases would be tantamount to blocking the balances at the front door 
while leaving the back door invitingly open. It is not that Britain wants to 
avoid redeeming the reasonable claims upon her. The harsh truth, which 
many creditors have yet to realize, is that the goods in which alone true 
redemption can be made, are in short supply ; the right to early redemption 
must, so to speak, be rationed. It is, indeed, to be hoped that the agreements 
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with the sterling area creditors will ensure both a genuine funding (as distinct 
from a four-year standstill) and a writing-down of the debts. Such an “ adjust- 
ment ’’ (to quote the euphemism in the Washington pact) was not to be 
expected from Argentina, first, because she was not in the sterling area and, 
secondly, because it could not reasonably be argued that she had inflated the 
amount of the war-time accumulations by charging excessive prices for her 
produce. On the contrary, the meat agreement provides not only for a further 
price increase of some 10 per cent., but for a lump sum payment of £5 millions 
in free sterling in respect of past transactions, and thus demonstrates the 
moderateness of war-time charges. 

Finally, Britain could hardly afford to extend to all her creditors so large 
a scope for rapid redemption of the blocked claims. One-sixth of the net 
Argentine balances will be released in any case in the four years, but it is more 
than probable that a larger proportion than that will be employed in repatriating 
debt—it is, indeed, still far from certain that the intention is not to use the 
funds to buy out Britain’s stake in the railways (now to be converted into a 
holding in a joint Anglo-Argentine company). Redemption of sterling debt 
by such means is much less painful than redemption in current goods, but it 
implies a permanent further loss of overseas income. As for the interest rate 
payable in the meantime, there is, perhaps, reason to hope that some creditors 
will accept less. But } per cent. seems likely to become the standard rate, 
and Britain’s case for treating it as a maximum is strengthened by the new 
agreement with France (discussed in a subsequent article) to whom Britain— 
in this case the creditor—is charging no more than this for a loan that will 
not be fully discharged for fifteen years. 


DuRING the past month the American stock markets have behaved with much 
of their familiar, but none the less disturbing, and foreboding exuberance. 
This time the exuberance has been operating in a downward 

Wall direction and Wall Street has experienced the sharpest break 
Street for the past 19 years. The fall of 34 points in the Dow Jones’ 
Alarums index of industrial shares in the three weeks ended September 
10, finally broke the bull market which has persisted for over 

four years. The anxious question which this movement has brought to many 
minds, not merely in the United States but throughout the world, is whether 
the securities’ slump is the precursor of a major recession in the United States. 
If it is, then Bretton Woods, the coming Trade and Employment Conference 
and all the rest of the blue prints for world economic reconstruction will have 
to be considerably revised, if not scrapped. There is, however, reasonable 
ground for doubting the more lurid and gloomy interpretations of the recent 
shake out in Wall Street. The immediate causes of it have been variously 
interpreted—including fears of further labour unrest in the United States, 
disappointing earnings returns for the second quarter, the international 
situation, the November elections, operations by Republican interests to 
discredit the Democratic administration, and the bearish comments on the 
market situation emanating from certain well-known radio commentators 
who command a large popular following. What is fairly evident is that none 
of the ingredients of a major economic recession is yet present in the American 
scene. There is little or no extension of credit underpinning a heavy speculative 
position in the security markets. The volume of private debt is abnormally 
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small and consumer credit, now controlled by the Federal Reserve authorities, 
is at an unusually low level. There is still an enormous backlog of demand for 
for consumer goods and this demand is backed by the largest volume of pur- 
chasing power ever reported in the hands of the American public. The 


immediate prospect, on those indications, seems to suggest the possibility of 


inflation and not of deflation, especially when viewed in conjunction with the 
threat to production involved in the present labour difficulties. The Wall 
Street collapse may, therefore, be regarded as a corrective movement and as 
a reflection of fears for corporate earnings in the months to come, rather than 
as the harbinger of a real slump. But, in the longer view—well, in the long 
run, we are all dead. 


THERE was a pause in August in the long-sustained expansion of bank invest- 

ment portfolios. Their total fell by £13.4 millions, which is a very small 

movement by contrast with the {283 millions expansion of 

Bank the previous twelve months, but is the first notable recession 

Investments since May of last year. Of itself, however, it is no evidence 

Decline that the fastest expansion on record is at last ended. Two of 

the ‘‘ Big Five’’ increased their holdings still further, and 

there is no doubt that the reductions shown by the other banks reflect the 

redemption, on August 15, of the unconverted portion of the National War 
Bonds, 1946-48. 


August, Change on: 
1946 Month Year 
£m. fm. £m. 
Deposits wie “a 5,197.5 + 84.9 + 322.9 
True Deposits* ie -- 5,057.6 + 108.3 + 310.8 
%S§ 
Cash a ne a Sg 553-0 (10.64) + 20.9 + 42.2 
Money Market Assets .. ne 777.0 (14.9) — 49.3 + 348.5 
Call Money - is 312.8 (6.0) 8.1 + 79.5 
Discounts .. nie ee 464.2 (8.9) — 57-4 + 269.0 
Treasury Deposit Receipts .. 1,510.5 (29.1) + 129.0 — 482.0 
Investments plus Advances -. 2,288.4 (44.0) + 5.1 + 406.3 
Investments es -. 1,392.6 (26.8) — 13.4 + 266.8 
Advances .. sis e- 895.8 (17.2) + 5 + 139.5 
* Excluding items in course of collection. 
§ Ratios of assets to published deposits. 


This operation was, in fact, the dominant factor on the balance sheet 
position during the month. Treasury borrowing to finance both this repayment 
and heavy day-to-day expenditure produced the largest expansion of the 
T.D.R. issue that has occurred since the decline began last autumn, and also 
is the principal single explanation of the further steep rise in deposits. At the 
same time, the pressure of T.D.R. payments upon the banks’ resources—and 
perhaps also of the tendency, discussed above, to keep larger day-to-day cash 
balances—led them to restrict their purchases of bills from the market. 
Moreover, the recurrent tightness in Lombard Street was at times countered 
by special purchases of bills from certain banks as well as from the discount 
houses. The banks’ bill portfolio thus declined by {£57 millions, the first 
substantial recession since the seasonal contraction in February. July’s small 
setback in advances now seems to have been only a reaction from the record 
leap achieved in June: last month’s increase of {18} millions carries the total 
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to its best level since early 1941. It is now less than 2 per cent. below the 
all-time peak reached in the first month of war. 


A LONG succession of weekly calls upon the banks for new money against 
Treasury deposit receipts culminated in the middle of last month in a net call 
for roughly £65 millions, raising the total T.D.R. issue to 
More £430 millions above the low level of early June. Such heavy 
Tender borrowing naturally revived some of the dissatisfaction at 
Bills floating debt policy which was so widely voiced in banking 
circles about this time last year. It is true that the banks 
have gradually begun to recognize that, as was pointed out in these columns 
last month, this reliance upon T.D.R.s could not properly be regarded as a 
reversal of policy. But they could reasonably argue that mere consistency of 
policy was not all that was required. The expansion in the supply of tender 
bills which took place some months ago had for a time enabled them to build 
up their money market assets to a reasonable proportion to deposits. But 
since then both deposits and investments have risen further, while the bill 
portfolio has declined. 

It is still too early to say that the authorities have at last wholeheartedly 
endorsed the banks’ case. But, at the last Treasury bill tender in September, 
the week’s offer was stepped up by £10 millions to {160 millions. For the past 
five years an autumn increase has been customary to swell maturities in the 
tax-gathering season. This year’s increase, however, is not only three weeks 
earlier than last year’s, but is the first to embrace the coveted end-December 
bills. Here, it seems, is not only greater flexibility, but flexibility designed 
for the convenience of the banking system. It is to be hoped that the promised 
expansion really will suffice to enlarge the banks’ portfolios and will take 
account of the probability that the changes in the banks’ cash habits will 
necessitate a larger official participation in the tenders. 


NEITHER the attractions of his Washington trip nor the distractions of the 
sterling balances talks have been allowed to disturb Mr. Dalton’s cheaper 
money programme. While the “ large ’’ savers are being given 
Dearer a rest, he is turning his attention to the ‘“‘small’’. Interest on 
Savings new issues of Defence Bonds was cut from 3 to 2} per cent. 
Certificates ast May, and now there is to be a reduction in the return from 
savings certificates. The present issue—the seventh—will be 
withdrawn at the end of this financial year and the eighth, which will follow 
in April, will offer a lower yield. While the terms have not yet been announced, 
a reduction was certainly overdue ; the present certificates, if held for their 
full ten-year life, yield no less than £3 3s. 5d. per cent. per annum tax-free, a 
return which is quite out of line with that obtainable on other securities. 
This step follows the now familiar path. By giving advance warning of the 
coming fall in rates, the Chancellor hopes to boost sales in the next few months 
and, by raising the limit on individual subscriptions thereafter, seeks to 
cushion the effects of the cut in rates next April. But this cushioning, if it is 
achieved, will come mainly from purchases by “ large ’’ savers, who are thus 
being presented with an opportunity to buy more attractive securities than 
are normally available to them. 
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Gilt-edged and the Volume of Money 


UITE the most striking feature of the monetary experience of this 
Qi: post-war year has been the continued growth of the volume of 

money. Since last March, indeed, new credit has been created in 
Britain at a faster rate than in any previous five-month period. Bank deposits 
have risen by £462 millions, equivalent to over {92 millions per month—a rate 
which can be clearly seen in perspective when set against the £37 millions 
average monthly growth of the war period as a whole, the £59 millions of the 
final year of war, and the £84 millions average of the corresponding five months 
of 1945, which, until this year, was itself the phase of fastest growth.* 

This big expansion has much more than offset the notable contraction of 
credit which occurred in the first six months after V Day—a period which 
witnessed Mr. Dalton’s first essays at high-pressure salesmanship, when people 
were giving thanks for a last chance of 3 per cent., on Savings Bonds, by 
exchanging bank deposits for new bonds at an almost phenomenal rate. It 
included, too, the Treasury’s heaviest revenue quarter, when bank balances 
are run down by tax payments to the Exchequer. In this phase, therefore, 
the Treasury was sucking in money from the public at a much faster rate 
than it needed to pay it out, so that the surplus instead of returning to the 
public (and thus rebuilding its depleted deposit balances) was used to repay 
floating indebtedness to the banks. But the resultant cancellation of bank 
deposits was not only much smaller than the subsequent expansion but also 
(as will later appear) much smaller than might have been expected. In 
the first post-war year the total of “ true”’ bank deposits rose by well over 
£300 millions—to two and a third times its pre-war level. 

What lies behind this continued growth ? Its causes well deserve careful 
analysis—for three principal reasons. Modern thinking no longer assumes 
that a rising volume of money is necessarily either a result or a cause of inflation 
in an active sense—even when it occurs during full employment (when 
additional spending instead of calling forth additional production can only 
force up the prices of existing goods). Any monetary approach to the problem 
of inflation must therefore dig down to the underlying processes of money 
creation, some of which are inflationary and others not. All of them, however, 
have significance for the gilt-edged market and the future of interest rates, 
which is the second and most important justification for below-surface analysis. 
Indeed, even though the rising volume of money may be neither a cause nor 
a measure of inflation, past habits of so regarding it may make it a powerful 
influence upon monetary policy, especially gilt-edged policy. It is still not 
certain that the authorities have fully grasped the monetary consequences 
(quite apart from the wider economic consequences) of the cheaper money 
drive. Thirdly, the movements of the money supply have obvious importance 
for the banks. A fourth reason may perhaps be added. The increase in the 
volume of money in the past twelve months has been very much larger than 
can be explained by the usual visible causes, and it is important to bring the 
hidden causes to light. The main hidden cause, it will be shown, is that the 





* Except where otherwise stated, ‘‘ true’’ deposits are given; i.e., items in course of col- 
lection are deducted from published deposits. 
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authorities seem to have been supporting the gilt-edged market much more 
vigorously than is generally supposed. 

The chief object of this article, then, is to analyze, in quantitative terms, 
the several sources of deposit-creation since V Day. But first it is desirable 
to trace afresh the modern mechanics of the whole process. 

The expansion itself has taken many people, including some bankers, by 
surprise. One of the most keenly debated topics in bank parlours twelve 
months ago was the future of bank deposits. It was then widely thought that 
the end of the war would end the six-year era of credit expansion and might 
even start a reverse movement. The decline in the Government’s spendings 
for war, it was argued, would quickly reduce its cash disbursements to a lower 
level than its cash receipts from the public (from taxation and borrowings), 
so that it would be able to repay indebtedness to the banks, and deposits 
would decline just as they did during the Thanksgiving campaign. 


MECHANICS OF RECONVERSION FINANCE 


That was never, in fact, a very convincing argument. It assumed that 
private individuals would lend to the Government just as substantially as 
they had done during the war. More important still, it entirely overlooked 
the needs of industry, of public utilities and, indeed, of the Government itself 
for additional money to pay for the work of making good the war-time inroads 
into the nation’s physical capital—the repair of war damage, re-housing, 
re-equipment of industry, the resumption of maintenance work long deferred, 
and the re-building of stocks of all kinds. Given a determined assault upon 
the urgent capital works of reconstruction, public demands for finance were 
likely to rise almost as fast as the Government’s needs declined, once the 
restraining effects of transitional bottlenecks and unemployment had been 
overcome. It is true that private undertakings, unlike the Government, 
keep substantial cash balances (and many have Jargely increased them during 
the war) ; to this extent industry’s need to spend could be satisfied without 
any corresponding additional borrowing either from the public or the banks. 
Hence even an unchanged volume of total spendings (smaller Government 
spendings plus larger public spendings) wou'd for a time require a smaller 
creation of new money than was necessary when most of the spending was 
done by the Government—provided that private individuaJs were willing to 
part with existing money in return for securities (whether sold by the Govern- 
ment or by industry) on the same scale as in the past. 

But this reduced need for finance which results from the shifting emphasis 
of demand from the Government to the public, could, in any case, only tem- 
porarily relieve the pressure for creation of new money : not many businesses 
could finance more than the first stage of their reconversion out of accumulated 
cash. Quite apart from this, the assumption (implicit in any expectation of 
credit contraction) that private demands tor securities would be maintained 
through the transition phase was quite unreal. Even if people did not start 
an crgy of spending as homes were reconstituted, men and women demobilized, 
and supplies of long-wanted domestic equipment and consumables became 
more readily available, it was obvious that they would want to keep their 
surpluses more liquid if only because of their expectation of spending as the 
supply position eased. There was, perhaps, little chance that private indi- 
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viduals as a whole could be persuaded to put by, out of incomes which on the 
average might well be falling, as large a’ volume of new savings as before. 
But, whether the decline in genuine saving were large or small, it was likely 
that people would want to hold in cash, rather than in securities, a larger 
proportion of the amounts which they actually did save, and might even 
want to turn into cash some of the huge quantity of securities bought during 
the war. There was, moreover, another and quite fortuitous reason for 
expecting an increase in the desire to hold cash. Launched at the very moment 
when the public’s appetite for securities was likely to become steadily duller, 
Mr. Dalton’s cheaper money drive promised to make the holding of securities 
steadily less attractive and the holding of cash, by comparison, steadily less 
disadvantageous. 

There is good reason to believe that a shift of emphasis of this kind, an 
increasing preference for cash and a diminishing desire for securities as the 
medium of savings, is in fact occurring. Indeed, it would be no exaggeration 
to describe it as the salient feature of the present monetary situation. It is 
certainly the clue to the recent trend of bank deposits. Obviously, the public 
as a whole can secure additional deposit balances in exchange for securities 
only if the total of deposits is increased. If the security markets were entirely 
free from official direction, this could happen only if the banks were prepared 
to buy the securities from the public and create new deposits in exchange, 
and only if the central authorities were prepared to enlarge the banks’ cash 
basis to make such a process possible. Otherwise, those members of the 
public who wanted money instead of securities could secure it only if they 
could induce other members of the public to hold securities instead of money 
—a swap which, under present conditions, could scarcely be achieved without 
arise in the yields obtainable from securities. But such a rise in interest rates 
is now regarded as contrary to public policy. 

So long as the cheap money policy obtains, therefore, the Government is 
bound to ensure that, at the chosen level of interest rates, there is no unsatisfied 
public demand for money in exchange for securities. In other words, as has 
often been explained in THE BANKER, the authorities themselves must be 
prepared to buy up any surplus offerings of securities, giving newly-created 
money in exchange—money obtained by additional Government borrowings 
from the banks, usually against floating debt. Given the cheap money policy, 
the liquidity habits of the public thus determine the volume of money. The 
authorities can stabilize either the level of interest rates or the volume of 
money, but cannot stabilize both. They have chosen to stabilize—indeed, 
gradually to reduce—interest rates, which under present conditions must 
mean that bank deposits have a tendency to rise. 





Is CREDIT EXPANSION INFLATIONARY ? 


These, then, are the modern mechanics of credit creation. But they are 
only mechanics. Knowledge of how the wheels go round is not sufficient to 
reveal the quality of the resultant product. The increasing “‘ liquidity prefer- 
ence’ of the public, which in this phase is the driving force of the whole 
machine, may spring from a wide range of inter-related motives of very 
divergent qualitative significance—increased spending, the expectation of 
spending, or the unattractiveness of the falling yield from securities. Thus it 
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would be quite wrong to regard the process as such as necessarily and actively 
inflationary. If the desire to get out of securities into money is mainly due 
to a desire to spend, and the newly-created money is moving round so fast 
that it never comes to rest long enough for there to be any question of turning 
it back into securities again, there would, in conditions of full employment, 
be an inflationary process of the classical kind. (But it is as well to remember 
that, in theory at least, just as large an inflation could take place without 
any increase in the volume of money at all, if only the existing money were 
circulating fast enough; then the only difference would be that holders of 
securities who wished to spend would find it much more difficult to secure cash, 
and their efforts to do so would force a rise in interest rates which might act as 
a brake on the volume of spending as a whole.) On the other hand, if the 
conversion of securities into new cash were for the time being mainly an end 
in itself, neither attributable to nor accompanied by an increase in spending, 
there would be no consequential inflationary effects at all. In these conditions, 
the only sense in which the creation of money through the conversion of 
securities could be said to be inflationary would be on the argument that 
future spending (which might or might not have inflationary effects at the time 
at which it occurred) would be facilitated by the fact that the public held 
more cash and less securities. But, as has been shown, the distinction between 
the two is of relatively little moment to the holders, so long as the principles 
of the cheap money policy are unswervingly followed. It becomes of real 
significance only on the assumption that the Government might abandon 
those principles in the future if it believed that by so doing it could put a 
brake upon excessive spending. 

The rising volume of money, then, as was said at the outset, does not 
necessarily either cause inflationary pressures or make them possible ; though 
this is not to say that such pressures are not operating. If, indeed, inflationary 
tendencies—inherent in an economy starved by seven years of austerity—are 
being accentuated by monetary conditions, the root causes lie much deeper 
than the mere expansion of credit.. They must be sought in the cheap and 
cheaper money policy which not only determines, in effect, the extent of that 
expansion but could, in theory, exert inflationary effect even without such 
expansion. At this point the argument begins to enter deep water—far deeper 
than the present analysis requires. There is perhaps no doubt that, in present 
conditions, the cheap money policy is “ inflationary ’’ in a rather loose sense 
of the term. But how far it aggravates existing pressures or involves dangers 
for the future is a contentious and forbidding question which must be deferred. 
Here it need only be said that, rightly or wrongly, the authorities seem to be 
quite free from fears of any untoward effects. 

But though they discount the fundamental consequences of cheap money, 
the nature of which is debatable, they are evidently by no means indifferent 
to its more superficial effects—upon the volume of money—although the e 
effects ought surely to be beyond dispute. Mr. Dalton’s rather shoddy “ last- 
chance ’’ tactics, persistently employed artificially to boost sales of securities 
before each successive cut in interest rates, speak of inhibitions from an 
orthodox past rather than a thorough-going conversion to those principles of 
cheap money by which the authorities are professedly guided. If the “ depart- 
ments’ really are being obliged to take up abnormally large quantities of 





ue 


ot 


ire 


of 


GILT-EDGED AND THE VOLUME OF MONEY 11 





securities from the public, and if it is fully perceived that these operations 
are the cause of an increase in the volume of money which the Government 
obviously does not like, a brake might be put upon the cheaper money pro- 
gression. It is true that, if Mr. Dalton were led to retreat on such grounds, 
he would be taking fright at the mere shadow of cheap money while showing a 
brazon indifference to its substance. But there have been stranger happenings 
than that, in the monetary policies of the past. 

What, now, are the facts, so far as they can be ascertained ? The best 
starting point for the quantitative analysis is end-September of last year, 
for that date not only marked the peak of credit expansion in 1945 but im- 
mediately preceded the first overt act (the cut in short money rates in October) 
of the cheaper money drive. The analysis thus covers eleven months. It 
traces the known or estimable net demands for new money, and then compares 
them with the amount of money actually created. If all factors could be 
accurately taken into account, any excess of new money over visible demands 
for new money would represent additional requirements of the Government 
for purposes which, though undisclosed, may safely be presumed to be the 
acquisition of securities from the public. And since the ultimate object is to 
estimate the extent of such operations with the public as distinct from the 
banks, it is necessary to distinguish three separate groups of security holders 
—the Government, the public as a whole, and the banks; and, for certain 
purposes, also a fourth group, the overseas holders of sterling which, in some 
contexts, are included with the domestic public in the second group. 


SOURCES OF DEPpoOsIT-CREATION : 
(1) Government Demands 


Consider, first, the known needs of the Government for money. These fall 
into three categories: (i) the excess of “ordinary” expenditure over 
“ordinary ’’ revenue, from taxation and other current receipts; this is the 
“ordinary ’’ budget deficit; (ii) the so-called “ below-line ’’ expenditure, 
supposedly capital expenditure, including such items as the E.P.T. refunds, 
housing outlays under the 1944 Acts, war damage payments, the Civil Con- 
tingencies Fund, and the post-war credits now being disbursed ; minus any 
special ‘‘ below-line ’’ receipts ; and (iii) redemptions of marketable securities, 
other than by conversion into new securities. The sum of these three groups 
represents the known requirements of the Government for money. 

Against these there have first to be set, as is done in Table I, the amount 
of the Government’s borrowings or other receipts (of “ existing ’’ money) 
from the public. These fall into five categories : (i) the net increase in savings 
bank deposits (including those on Release Benefit Accounts, because the 
Government’s credits to these are included in its ordinary expenditure), and 
net Exchequer receipts from sales of savings certificates and Defence bonds ; 
(ii) sales of “‘ large ’’ savings securities offered on tap, minus, however, any 
increase in clearing bank investments during the period* ; (iii) net receipts 
from issues of tax reserve certificates, which have recently been strongly 
negative ; (iv) receipts from the issue of additional coin and notes to the 
public ; these reach the Government through a corresponding increase in the 
purchase of Government securities by the Banking Department of the Bank 





* The reason for this deduction, and its implications, are explained on page 14. 
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of England; and (v) certain “extra-budgetary”’ receipts not otherwise 
included, e.g. net payments by the public to the Unemployment Fund ; these, 
unfortunately, can only be guessed, on the basis of figures given in the Budget 


White Paper. 
The receipts under these five heads (which, on certain assumptions, com- 
prise the Government’s total net borrowings from the domestic public, excluding 


TABLE I 
GOVERNMENT'S “ VISIBLE’ DEMANDS FOR MONEY SHOWING NET NEED FOR “ NEW” MoNEyY 
(Millions of £) 
Eleven Mouths, end-September 
to end-August 
, 1945/46 1944/45 
Money required 
Ordinary deficit .. oa wa Pr td i 1,216 2,382 
** Below-line’’ deficit* .. a oi - ae 153 + 81 
Total deficit ae aca a “a 3 Pm 1,369 
Debt Redemptions "a ry “< re * 347 


Total Money Needed... — um al os - 1,716 


i lhinteeeemendll 
** Existing ’’ Money Received 
(1) From Domestic Public 
Savings bank deposits (net) 
Savings certificates (net) 
Defence Bonds (net) 


N 


nN 
> 
Nom 


National War Bonds 
Savings Bonds 
Exchequer Bonds .. 


te 
= 
NN 


ve) 


| 


Less purchases by banks § 


| wi 
| > 
is 


Tax Reserve Certificates (net) 

Issue of Currency ¢ ; 
(2) Through Sundry “Extra- budgetary Funds’ 
(3) From Overseas Sources § wa . 


Total ‘* Existing ’’ Money Received 
Balance requiring ‘‘ New’’ Money 


1,716 


—_————— 

* Includes only major items, but excluded items vary only slightly from year to year. 

§ Assumptions implicit in these entries are explained on pages 13 and 14. 

+ Increase in ci1culation of Bank of England notes and coin, adjusted for changes in clearing 
banks’ till money (paitly estimated). 

{ Estimates, based on White Paper, of extra-budgetary receipts not credited under other 
heads such as the “ below-line’’ deficit and overseas finance ; the principal item is the Un- 
employment Fund. 


the banks) are not, however, the only Government receipts out of existing 
money. There remains the finance which the Government secures by borrowing 
the sterling counterpart of Britain’s adverse balance of payments overseas, 
finance which may be equally available in existing domestic money whether 
the excess overseas claims are settled by drafts on the American and Canadian 
credits, by sales of gold, or by payments in sterling to accounts owned by 
persons or public authorities overseas. The only difficulty of principle here 
arises from the sterling portion. To the extent to which the accumulating 
overseas balances are converted into securities through the “tap”’, the 
resultant receipts by the Government have already been counted under item 











—— ——_—— 


GILT-EDGED AND THE VOLUME OF MONEY 13 





‘ise (ii) above. On the other hand, to the extent to which they are either retained 

Se, in banking accounts or used to buy securities from the British public (whose 

zet bank deposits are thus correspondingly increased), they either do not reach the 
Government at all, or do so only indirectly. 

m- There is thus a risk of wide error here, for although the bulk of new accumu- 

ing lations of overseas sterling is almost certainly lent direct to the Government 


against tap or tender Treasury bills, the amount which goes into other 
securities might still be large. Even so, the only possible assumption is that 
the whole of the increase in these balances is lent against floating debt (or « 
specially created securities). Any resultant error, however, does not in any 
way vitiate the real object of the analysis, which is to measure the extent 


145 to which the domestic public is demanding securities in return for cash. To 
82 the extent to which overseas funds are going into securities on the market or 
31 through the “tap”, the Government’s net absorption of securities will be 
= less than this analysis suggests; but the British public’s net absorption 
45 (purchases through the “‘ tap ’’, minus sales to the Government or to overseas 


m buyers) will not be affected. 


ad Estimation of the amount of the cverseas deficit is, of course, uncertain, but 
to avoid understatement of the Government’s net needs for “‘new’’ money, 
it has been taken at a highly conservative figure. The amount for the whole 
of 1946 is put at {600 millions ; and this, moreover, is assumed to accumulate 
i smoothly through the year. A similar assumption, related to the official 
figures, is made for the broken periods of the years 1944 and 1945; the credit 
of £161 millions included in the American Loan for the final settlement of 
Lend-Lease, etc., is deducted from the official ‘‘ disinvestment ”’ estimates 
for 1945. 
a The results of these various computations are set out in Table I, which 
ce thus shows, with the qualifications noted, the Government’s visible needs for 
35 money and compares them with the total provided, by the “ public ”’ in its 
i. widest sense, out of existing money. Any excess of money payments over 
os receipts from existing money represents the amount which had to be provided 
15 in new money obtained by additional borrowings from the banks ; any excess 
‘a of receipts in existing money over the total of money payments represents 
46 money which, instead of returning to the public, is used to repay indebtedness 
- to the banks and is therefore cancelled. 

The implications of the table, thus construed, are intriguing, and even 
ing astonishing. In these past eleven months, despite the continued creation of 
- money, the Government has not visibly needed any new money at all. On the 
In- contrary, it has received some £370 millions more existing money than it 

visibly needed, money which was therefore available for cancellation. In the 
ng corresponding period of 1944/45, by contrast, the existing money receipts 
ng fell short of needs by some £170 millions. 
= (2) Public Demands 
an But this is not the whole story. Before contrasting the Government’s net 
by needs for new money (whether negative or positive) with the actual changes 
re | the volume of money during the two periods, account must be taken of 
ng the needs of other borrowers—the public. Here there is a difficulty analogous 


he | to that experienced with the overseas sterling balances. It is impossible to 








14 THE BANKER 





know the extent to which the public has secured command of new money by 
selling securities to the banks: the only visible drafts by the public on the 
banks are those represented by the change in bank advances. Hence it has 


TABLE II 


3ORROWINGS OF ‘‘ NEW” MoNEY: GOVERNMENT AND PUBLIC 
(Millions of £) 


<i? 1945/46 bo le 1944/45 
Creation Amount Balance Creation Amount Balance 


of 


New Money 


(Change in 


required 
by Public 
(Change in 


absorbed by 


Government 
(Change in 


of 


New Money 


(Change in 


required 
by Public 
(Change in 


absorbed by 
Government 


a bank =. ve “ true” bank 
deposits) advances) deposits) deposits) advances) deposits) 
(a) (6) (a —b) | (a) (6) (a —b) 
Totals at end-September ; 4,767 763 4,003 4,134 735 31399 
I 3 Months to December 31 — 107 + $1 — 158 + 235 + 18 + 216 
Il 3 Months to March 31 64 + 38 — 102 — 42 + 17 — 59 
III 5 Months to August 31 + 462 + 43 + 419 + 420 — 4 + 435 


Eleven Months . + 291 + 132 + 159 | + 613 + 21 + 592 





Totals toend-August .. ; 5,058 896 4,162 4,747 756 3,991 


to be assumed that money created against any other bank assets than advances 
represents money 'ent, directly or indirectly, to the Government ; this was, 
indeed, the assumption eye in the deduction of the increase in bank 
investments from sales of “tap” securities. But this assumption, invalid 


though it may be, affects the final resuJt only in the sense in which absorption 
of securities by overseas investors may do. If the banks have bought securities 
from the public instead of from the Government, the public’s visible absorption 


of securities (through the “ tap ’’) will be greater and the Government’s con- 
cealed absorption of securities will be less than the figures suggest ; but the 
net absorptions (negative or positive) of the two parties will be the same 
whatever the distribution of bank investment purchases. 

Table II sets out the public absorption of new money on this assumption. 
Columns 2 and 5 show simply the change in bank advances. These public 
demands for new money are then deducted from the total of new money 
actually created (in some cases, of course, the changes in both quantities are 
negative), and the difference represents the amount of new money actually 
created for the purposes of the Government. (This, incidentally, is the concept 
of “‘ net” deposits—deposits minus advances—which appears in the Budget 
White Paper.) 

Table III brings the whole analysis together, and relates the two groups 
of demands for new money—the Government’s net “ visible ” demand (balances 
from Table I) and the public demand (columns 2 and 5 from Table II)—to 
the creation of new money. The surplus of new money represents the 
‘invisible ’’ demands of the Government. 


(3) Government Support for Gilt-edged 


The results are striking. In the past eleven months, although the Govern- 
ment secured £370 millions more existing money than it visibly needed, money 
which was apparently available for cancellation, it actually borrowed £159 
millions of new money. The presumption is, therefore, that, on the assumptions 
noted, some {£529 millions was ‘employed in absorbing securities from the 
public or in direct purchases of securities ostensibly sold to the public through 
the “tap ’”’. More precisely, if the Government in fact absorbed less securities 
from the public than the figures show, the banks or overseas lenders absorbed 
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correspondingly more ; the net absorption by the public is in either case the 
difference between the indicated ‘‘ Government ’”’ absorption and the net 
“tap” sales. 

Hardly less surprising is the comparable figure for 1944/45. In that period, 
the Government visibly needed only £171 millions of new money, but actually 
borrowed {592 millions, so that the apparent absorption of securities was 
{421 millions. 

Of course, the scope for error and omissions in these calculations is unusually 
wide, but the figures of “‘ excess ’’ financing are so very large that only a part 
could be explained away in this fashion. To be on the safe side, the results 
should be regarded as establishing a trend, but not as affording more than a 
broad measurement of it—although the changes in the figures between the two 


TABLE III 
GOVERNMENT'S “ INVISIBLE’’ DEMANDS FOR NEW MONEY 


(== ABSORPTION OF SECURITIES) 











| 3 Monthsto | 3 Monthsto | 5 Monthsto 11 Months to 
| end-Dec., } end-March, end-August, end-August, 
| 1944 1045 1945 1946 | 1945 1946 1044/5 1945/6 
| an - | és i —— ——, 
New Money Created (a) .. | 235 —I07 42 —64 | 420 462 613 291 
(Cols. r and 4 of Table [1) --—— ———-| —— ——- _— 
Government’s ‘‘ Visible ”’ | 
Need for New Money (0) | 132 519 199 74 233 223 171 370 
(Balances from Table 1) 
Public Borrowings of New 
Money (c) 18 51 17 35 I4 43 21 132 
(Cols. 2 and 5 of Table II) 
Total ‘‘ Visible’’ Demands 
for New Money (b + c) 150 —468 —I82 —36 224 266 192 —238 
Excess of New Money : | 
Government’s ‘‘ Invisible ’’ | 85 361 140 28 | 196 195 421 529 
Demands (a — (b + c) ). 








periods are likely to be a much more reliable guide than the absolute results 
for either. And it is the relative movement which has most significance for 
the gilt-edged market and the banks. 

Since the cheaper money drive started, the indicated concealed absorption 
of securities by the Government has been some {100 millions larger than in 
the similar period of the previous year.* That is a substantial in- 
crease, yet at first glance it may seem smaller than the influences explained 
in the first half of this article—reconversion outlays, increasing consumption, 
and falling interest rates—might have led one to expect. But in appraising 
it three further factors should be borne in mind. First, since last autumn 
some hundreds of millions of “ tap’ securities have been sold to the public 
simply through the spurious “ last-thance ”’ devices, which have no qualitative 
merit at all and can be repeated only if and when the Chancellor is able to 
attempt to push interest rates down still further. Secondly, in this post-war 
period an abnormally high proportion of total Government disbursements 
has been of a capital or quasi-capital nature from the standpoint of the 
recipients—payments of compensation for damage to property, delayed 





alternatively, the concealed net sale of securities by the public to other parties—the 


Government, overseas holders and the banks—has increased by this amount. 
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settlements of many kinds, Service release benefits, post-war credits, war 
damage payments to numerous small claimants on account of chattels, and 
even E.P.T. refunds. Obviously, a much larger part of such receipts will be 
rapidly reinvested than of monies disbursed by the Government in payment 
for current production, which are income in the hands of the recipients. 
Thirdly, not all the omissions from the main calculation will operate to reduce 
the estimate. The recent issue of the full £50 millions to the National Land 
Fund, for example, though it figures as “ ordinary’ expenditure, in fact 
requires no finance until the money is disbursed ; and there may be other 
items of expenditure which, for the time being, are purely nominal. 

Hence the increasing tendency of the public to demand cash instead of 
securities has evidently been much more marked than the estimates yet show. 
But even in this period of heavy spurious sales of “ tap ”’ issues, the net abso 
tion of securities by the public has fallen very steeply. This is shown in Table 
IV which, unlike the others, does not rest upon the validity of the assumptions 
made previously about the destination of public sales. 


TABLE IV 
PuBLic’s NET ABSORPTION OF GILT-EDGED SECURITIES 
Eleven Mot.ths to end-August, Change 
1944/5 1945/0 in 1945 46 
Net Purchases through ‘“‘ Taps ”’: 
‘Large ’’ Savings including T.R.C. . 1,017 — 161 
Less Concealed Re-sales (to Government, 
overseas holders and banks) mys me 2 52 + 108 


Net purchases of ‘* aang ’* Securities a — ~ 269 
Small Savings a 57 


Total Net ‘ Savings "’ 


Total Net “ Savings ’’ excluding Tax Reserve 
Certificates es : e% : 1,010 

The “‘ weight of money ” has long been a familiar factor in the gilt-edged 
market, which now perceives that this phrase, so far from being a mere term 
of art, expresses the very essence of cheap money policy. The theory is that 
if, at the chosen level of interest rates, the public’s appetite for securities 
flags and it seeks cash instead, the threat to the interest structure can be 
countered by giving it what it wants—by starving it of new securities and 
glutting it with new money until it turns back with relief to securities on the 
Government’s terms. This process is well illustrated in the striking contrast 
betwcen the rate of Government absorptions in the three phases of each 
period shown in Table III. Government re-purchases were largest during 
the “‘ Thanksgiving ’’ phase, when securities were being forced into the hands 
of the public through the “ taps’’ by every known device of persuasion, 
cajolery and appeals to patriotism. They .were smallest in the quarter when 
the “‘ taps’ were sealed off. 

The “‘ weight of money ” factor is still present. But this whole analysis 
proves that a much greater weight is needed now to exert a given pressure 
upon the market than was needed twelve months ago. And if the Chancellor 
pushes on with his programme an even greater weight will be needed in the 
coming twelve months. This may be a danger signal. But whether it ought 
to be so construed or not, it may yet suffice to scare the authorities. 


W.T.C.K. 
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The Coming World Trade Talks 


O: October 15 next representatives of 18 countries* are due to meet in 





London to discuss and, it is hoped, endorse the “ proposals for considera- 

tion by an international conference on trade and employment ”’ that 
were published in Washington last December, simultaneously with the signature 
of the Anglo-American financial agreement. These proposals, issued in London 
asa White Paper (Cmd. 6709), had originated in the United States State Depart- 
ment but were subjected to exhaustive discussion and underwent much conse- 
quential adjustment in the course of the Anglo-American economic discussions 
in Washington during the last three months of 1945. The Americans did not 
make acceptance of the commercial policy proposals a condition to the grant 
of a loan to Britain ; but they made clear their view that the loan and the 
proposals were mutually essential parts of their pattern for international 
economic reconstruction. 

The United States Government has formally endorsed the proposals. 
The British Government has expressed itself “‘ in full agreement on all important 
points’ and has accepted them “as a basis for international discussion ”’ 
Similar agreement was announced by the French Government when it obtained 
its recent dollar credit. It appears to have become part of the normal U.S. 
State Department procedure to require adherence to the proposals from any 
country seeking financial assistance from the United States Government or 
one of its agencies. 

In their joint statement of understanding, the American and British Govern- 
ments undertook to begin preliminary negotiations “at an early date” 
between themselves and other countries for developing concrete arrangements 
to carry out these proposals “ including definitive measures for the relaxation 
of trade barriers of all kinds’. It was contemplated at the time that a meeting 
of fifteen ‘‘ nuclear ’’ nations should be held in the early part of 1946 not only 
to discuss the setting up of an International Grade Organization and endorse 
the general principles enshrined in the “ proposals ”’, but to implement these 
proposals by proceeding immediately to the stage of bargaining reductions in 
tariffs and preferences. 

This time-table was, however, seriously upset. In the first place there 
could be no question of holding the “ nuclear ’’ nations’ conference until the 
loan to Britain had been ratified by Congress and no one, least of all the State 
Department, had thought it possible that seven weary months would have to 
pass before that ratification was obtained. This initial delay caused another 
and important change in the plans. It pushed the date of the first “‘ nuclear ”’ 
conference so close to that of the November elections in the United States as 
to make it politically impracticable to allow that conference to discuss reduc- 
tions in tariffs. The procedure under the American Reciprocal Trade Agree- 
ments Act requires that thirty days’ notice be given of any intention to 
negotiate a reduction in the tariff on any particular commodity. To have 
published at this juncture the long list of commodities imported into the United 
States, on which tariff cuts were contemplated, would have been a costly 





“s Auctealin. Belgium, Brazil, Canada, Chile, China, Cuba, Czechoslovakia, France, India, 
Lebanon, Netherlands, Norway, New Zealand, South Africa, U.K., U.S.A., U.S.S.R. 
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gesture by the Democratic administration with the November elections 
looming up. On American initiative, therefore, it was proposed that the first 
meeting of the “nuclear” nations should merely concern itself with the 
drafting and adoption of a definitive charter for the International Trade 
Organization and that the next step, the “ horse-trading”’ in tariffs and 
preferences, be postponed to another conference of the “‘ nuclear” nations 
to be held in the spring of 1947. This, in its turn, will postpone to at least 
June, 1947, the World Trade Conference at which representatives of 50 or 
more nations will be invited to create and launch a full-fledged International 
Trade Organization. 

Meanwhile, another important change had occurred in the planning of this 
series of international conferences on trade and employment. The initiative 
and responsibility for their organization were transferred from the United 
States and any other nations that had underwritten the American “ proposals ” 
to the United Nations Economic and Social Council. This transfer was formally 
recognized last February when, by a resolution passed in the course of its 
meeting in London, the Council decided “to call a conference in the latter 
part of 1946 for the purpose of promoting the expansion of production, exchange 
and consumption of goods’’. A preparatory committee of 18 countries was 
constituted, consisting of the 15 “ nuclear ’’ nations, as chosen in Washington, 
together with Norway, Chile and Lebanon. The Economic and Social Council 
suggested, as a basis of discussion for the preparatory committee, that the 
agenda of the impending meeting should include the following topics : 

(a) International agreement relating to the achievement and main- 
tenance of high and stable levels of employment and economic 
activity ; 

(6) international agreement relating to regulations, restrictions and 
discriminations affecting international trade ; 

(c) international agreement relating to restrictive business practices ; 

(d) international agreement relating to inter-governmental commodity 
arrangements ; 

(e) establishment of an international trade organization, as a specialized 
agency of the United Nations, having responsibilities in the fields 
of (b), (c) and (d) above. 

A draft charter for the International Trade Organization has been circulated 
on American initiative to participants at the coming conference. It is in the 
main an elaboration of the original proposals, but these proposals, together 
with the resolution by the Economic and Social Council, will be the only 
definitive published documents before the conference. It should be added 
that of the eighteen nations invited to attend the conference all but the 
U.S.S.R. have accepted. 

Although the conference will not be getting down to “ brass tacks”’ in 
the shape of actual tariff negotiations, its importance can hardly be exaggerated. 
This coming meeting will determine what hope there is of creating an inter- 
national code of commercial behaviour under which freer trade may flow, 
discriminatory and restrictive practices dwindle and, perhaps most important 
of all, what will be attempted in co-ordination of national policies to ensure 
high and stable levels of employment. Countless international conferences 
have met since the early 1920’s to pay lip service to the principles of freer 
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international trade. On balance, the deeds of the nations represented have 
not matched the fine words and professions of liberal faith which these meetings 
provided. Perhaps the main cause of this contrast between precept and 
practice has* been the absence of conscious regard for the problem of high 
employment. Most of the backslidings from principles of freer world trade 
have been the product of depression; they have been attempts to “ export 
unemployment ’’. The discussion of high employment should thus receive 
the highest priority, for, without some international co-ordination of policies 
designed to avoid disastrous fluctuations in national incomes, all the fair 
words and earnest intentions that may centre in resolutions on tariffs, quotas 
and discriminatory practices will avail nothing. The integration of national 
economic policies has not, however, reached the point at which the main- 
tenance of high levels of employment and production could be made the specific 
responsibility of the proposed International Trade Organization. The subject 
still arouses too much fear and suspicion of external intrusion into matters of 
domestic policy to allow any delegation of real power on this subject to an 
international organization. Even so, we may expect the discussions on employ- 
ment policy at the coming conference to be keen. They will also be contro- 
versial, not because there is likely to be any opposition to the objective of 
maintaining high and stable levels of employment, but because discussion 
of the ways and means by which that objective is to be reached must arouse 
most of the conflicts of economic ideology that the world offers to-day. It 
is significant that, while the original ‘‘ proposals’ published last December 
hoped that “each of the signatory nations will take action designed to 
achieve and maintain full employment . . . through measures appropriate 
to its political and economic institutions”’, the agenda suggested by the 
Economic and Social Council only speaks of “‘ high and stable employment ”’. 
A similar change in terminology took place in the American employment bill 
which has now become law. Much will certainly be heard in the coming 
conference of the argument that so harsh and inelastic an objective as “ full 
employment ” without reference to the quality of that employment may 
demand policies that will run counter to the whole non-discriminatory 
philosophy of the remainder of the proposals. 

On the general principles of tariff and preference reductions we may expect 
to hear many echoes of last year’s Anglo-American Washington discussions, 
with their endeavours to interpret the requirements of article seven of the 
mutual aid agreements with its reference to ‘“ reductions’”’ in tariffs and 
“elimination ”’ of preferences. The compromise then reached involved some 
balancing on knife edges and the weighing of very carefully chosen phrases 
about ‘‘ actions for the elimination of tariff preferences being taken in con- 
junction with adequate measures for the substantial reduction of barriers to 
world trade”. But it must not be forgotten that the Australians, New 
Zealanders and South Africans, who were not at Washington at the time, will 
participate in this conference; the debate on this question of matching 
steps towards the elimination of preferences with adequate reduction in tariffs 
promises to generate much heat. 

Of the other items of the trade and employment proposals, perhaps the 
most controversial will be the definition of equality of treatment in state 
trading operations. This will not be an academic discussion of the text pub- 
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lished in Washington last December. Differences of interpretation of that 
text have already been brought to light by such issues as the Anglo-Canadian 
wheat agreement and the proposed Russo-Swedish commercial agreement 
against which official objections have been lodged by the United States 
Government. The debate on what constitutes discrimination and what is 
meant by “commercial considerations’ will touch most directly on the 
actualities of the situation. The American approach to this problem is 
inclined to be doctrinaire and to make too little allowance for situations of 
such economic disintegration and chaos that barter and discriminatory agree- 
ments are the only means of getting any international trade moving at all. 
If the Russians attend the conference, we may expect on this point a tull- 
dress repetition of the Molotov-Byrnes debate on the “ enslavement of Italy 
by the Anglo-Saxons through the open door policy”’. 

The clauses on restrictive business practices, such as monopolies, cartels 
and all agreements to combine for the subdivision and control of foreign 
markets, will also reveal considerable differences of views between the United 
States and Canada on the one hand and the Europeans on the other. In most 
American breasts there burns an unquenchable hatred of cartels and a 
missionary zeal to spread the gospel of the Sherman Act over the wide world. 
The fact that the Act has not worked particularly well in the United States 
will not necessarily deter the Americans from suggesting the extension of its 
principles to the framework of an international agreement. 

Among the most constructive aspects of the labours of the conference will 
be those dealing with commodity arrangements. The proposals issued last 
December dealt at some length with the question of regulation of prices and 
production of primary commodities. They provide for the study of any 
commodity which appears to be getting into excess supply and lay down the 
principles that should be followed in organizing any international scheme for 
stabilization of the price of a commodity and the restriction of its supply. 
This whole problem was raised in more specific terms at the recent Copenhagen 
meeting of the Food and Agriculture Organization, where the ideas of forming 
an international commodity board charged with the responsibility of carrying 
buffer stocks and stabilizing primary commodity prices were again ventilated. 


The late Lord Keynes’ vision of the structure of international organization of © 


which the Bretton Woods institutions were to form a part always embraced 
some equalizing buffer pool organization of this kind. 

The general body of proposals which the conference will consider are those 
to which Lord Keynes, in his last published work, referred as “ this magnificent 
objective approach which a few years ago we should have regarded as offering 
incredible promise of a better scheme of things’’. Will the opportunity be 
grasped and the promise realized? The answer should become quickly 
apparent. Even though it discusses no concrete proposals for tariff and 
preference reduction, this conference will show the direction in which the tide 
of commercial policy is flowing. Its participants could take no better motto 
than Lord Keynes’ last injunction “ to act on the optimistic hypothesis until 
it has been proved wrong ”’ and to remember his final warning “‘ we shall run 
more risk of jeopardizing the future if we are influenced by indefinite fears 
based on trying to look ahead further than anyone can see”. For fear will 
be the main enemy at this meeting. 
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The Return to Stock Exchange 


Fortnightly Settlements 
By Harold Cowen 


EFORE the war the Bankers’ Clearing House, in its annual returns, 
Brezularty published separate figures of bank clearings on Stock Exchange 

account days, thus revealing their effect upon total bank turnover. In 
the light of the recent decision shortly to abandon the system of daily cash 
settlements which has been the rule during the war, and to adopt a system of 
fortnightly cash settlements, it is not without interest to recall the pre-war 
figures. A table for the years 1936 to 1938, reproduced from The Economist, 
is given below. 


1936 1937 1938 

£m. £m. £m, 

Grand total of clearings on non-Settlement days... 36,463 38,442 35,951 

Daily average a a si 134-4 142.9 133-3 

Daily average on Settlement day ae ea “ 173.0 176.8 152.4 
Increase on Settlement days : 

Amount rs ms ea ae a 38.6 33-9 19.1 

Per cent. at 2 rae ne a 28.6 23.7 14.3 


The new system differs in principle from the pre-war by reason of the special 
features, to be explained later, designed to prevent anything in the nature of 
“continuation ”’ business or speculative bargains for future settlement. But, 
despite these restrictions, effective though they may be, the financial incidence 
of the settlement is likely to be far heavier than in the ’thirties. The increased 
turnover in stocks falling under the settlement arrangements will not, however, 
be fully reflected in bank clearings because of the welcome reinstitution of the 
Stock Exchange’s own clearing machinery, which will avoid a great deal of 
unnecessary duplication of stock delivery, exchange of cheques and paper- 
work generally, by bringing together ultimate buyers and ultimate sellers 
within each ‘“‘ account ’’. Gilt-edged will, of course, continue to be settled 
on a daily basis. 

The argument that the return toa fortnightly settlement system is desirable 
in the interest of the smooth working of the investment machine may have 
been rather forcibly proclaimed by its supporters, but it has certainly been 
unduly discounted by those who regard it merely as a device to bring more 
business to the Stock Exchange. From the point of view of the public, the 
main consideration is the efficient operation of the securities market, that is to 
say, that it should offer the greatest attainable fluidity, economy of cost and speed 
of settlement combined with the minimum of opportunities for exploitation. 
On the first three of these criteria, fortnightly cash settlements have a decided 
advantage over the lamely-working and so-called daily settlements system 
it will supersede. This system, indeed, has virtually broken down. And the 
teasons for the breakdown also explain why, despite the great increase in 
turnover and number of bargains, quotations are generally wider and day- 
to-day market movements more abrupt than before the war. On a strict 
daily settlement system, the jobber would be obliged to aim, even in the more 
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active stocks, at a daily balance between bought and sold bargains, and in 
less active stocks actually to marry each bargain with an opposite transaction. 
On such a basis, his réle would inevitably descend from that of an effective 
intermediary principal who irons out a whole series of transactions, to that of 
a mere negotiator, living simply on a knowledge of where a buyer or a seller 
may be found when the broker with a complementary order comes along. 

It is a method of working which amounts almost to a denial of the whole 
case for a security market, and it broke down progressively in practice because 
deals could not and cannot be matched up thus tidily, and also because the 
daily rhythm is out of step with the time spent in the paper work of settlement. 
Since bargains could not be exactly matched, there had to be latitude on the 
part of buying brokers, leading inevitably to latitude by selling brokers. Of 
what use to run up charges by the buying-in and selling-out department ? 
The latter’s job, under normal conditions, is to buy or sell in the open market 
in order to fulfil delivery obligations which brokers and jobbers have been 
unable to meet, and to charge the expenses to the delinquent firms. But, 
under the war-time system, when the department’s dealer went into the market 
he was no more able than the tardy jobber to find a seller with stock for ready 
delivery under the war-time settlement arrangements. Every firm in the 
House found itself in a dual position—on the one hand, pressing for delivery 
of overdue stock from firm A and, on the other, begging for extra time to 
effect delivery of some other stock to firm B. Under such conditions, to set 
in motion the official machinery for disciplining stock delivery, was little more 
than an invitation to the delinquent firm to start equally useless reprisals. 
The “ daily ’’ settlement was therefore, in effect, officially stretched, by allowing 
three, and subsequently five, days for the issuing of (buyer’s) names. With 
the over-burdening of clerical staffs as an added difficulty, the whole conception 
of punctiliousness in settlements—at one time the very cornerstone of integrity 
in Throgmorton Street—virtually dissolved. 

The fortnightly settlement system marches with an altogether more 
rhythmic, more recognizable and therefore more easily-disciplined tread. It 
is more practicable both for jobbers in their dealings, and for brokers in their 
relations with clients. A fortnight gives everyone a chance to turn round, 
time for the jobber to even up his book, and for the broker to communicate 
by post with clients, banks and company registrars. Every bargain has a 
distinctive description, for all Stock Exchange processes—the formula is— 
‘500 Courtauld’s at 53/3 for end September’’. The set days and set times in 
each account by which names must be issued, passed between dealers, transfers 
paid for and so on, are ignored only at the cost of automatically incurring 
penalties, certainly for lost stamps and registration fees, and probably for 
charges by the buying-in and _ selling-out department, whose operations 
become altogether more practicable under the more flexible market technique. 
Delivery delays will still occur but they should become the exception rather 
than the rule. 

On the buying side, no investor or speculator can rely on uncovenanted 
credit, for he is under a legal obligation to put his agent, the broker, in funds 
to meet the purchase on the first day (7.e., the account day) on which the broker 
is committed to take delivery of stock from the market—regardless of whether 





it is in fact delivered on that day. Alternatively, the buyer may instruct 4 | 
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City bank to pay against delivery of the stock ; but this is just as effective in 
ensuring that the operator is able to put up the cash on the due date. 

It is natural to ask why such considerations do not apply to gilt-edged 
dealings. These, as in the past, will continue to be “ for cash”’. The answer 
is that the structure of the gilt-edged market, both from the point of view of 
maintaining freedom of dealings and in the mechanical sense, is peculiar. 
First, from the dealer’s point of view, no background of speculative dealings 
is necessary to maintain fluidity. The fears which dominate the industrial 
jobber’s outlook, namely of being “ stuck’’ during a sharp decline with an 
overfull book of unmarketable stocks, or of being squeezed, through being 
caught short of stock, do not’exist in the same sense for the gilt- edged jobber. 
Stock can be borrowed or pledged at an hour’s notice. A slight alteration in 
the jobber’s quotation for any particular stock, taking it out of alignment 
with the main structure of gilt-edged prices, will usually suffice to bring in 
buyers or sellers to correct the unbalanced book. And in the background, 
exercising an unseen, flexible, but ultimately decisive control, is the Bank of 
England—continuously doing immense deals for the Departments of State. 
The relationship between the Bank and the gilt-edged market—in this sense 
regarding the jobbers and Government broker as forming one operating unit 
—is necessarily close. It is close enough to ensure on the one hand that official 
tactics are continually tested against ‘the : ounding board of collective invest- 
ment action and, on the other, that the gilt-edged jobber who keeps in step 
with the authorities’ policy need never find himself too deeply committed to a 
bull or bear book. This is not to imply that the gilt-edged market is merely 
a kind of universal joint between the investing public and the Treasury, but 
rather that the individual jobber is not dependent wholly, as is mostly ¥ 
case in other markets, on his own measurement of the shifting tides of 
investment. 

On the purely mechanical side, the difference is indicated by the fact that, 
generally speaking, gilt-edged jobbers do not pass tickets (that is, names of 
buyers who are committed to take up stock)—they use their own holdings in 
the main stocks as a pool. Purchases usually go into their own names direct, 
and sales are delivered directly out of their own names. This procedure 
entirely removes the mechanical difficulties which apply in other markets, 
and it is only feasible because of the exemption from stamp duty, the close 
proximity to the ‘“‘ House” of the Bank of England’s registration and transfer 
offices (covering nearly the whole gilt-edged list), the relatively small number 
of different stocks in relation to the huge daily turnover, and the exceptional 
facilities available for borrowing and lending stock. 

But though, outside the gilt- edged market, all the mechanical reasons 
favour fortnightly settlements, there is the prospect that, by offering operators 
a clear and certain run of up to a fortnight without loss of stamp and fee, the 
change may increase the volume of quick-turn business. It is, perhaps, 
doubtful whether, in pre-war days, any significant proportion of outside 
punters saw their money back over a period of years; it will be even more 
difficult for them to beat the book under the new conditions. Operators who 
open and close transactions during one account or in successive accounts, will 
be liable (as they were not before the war) for the full commission on both 
purchase and sale. With the deliberate omission of the pre-war “ free 
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closing ’’ commission rule, goes also the prohibition of dealing for a future 
account before it has actually begun, and the continued banishment of con- 
tangoes and option dealing. Within these harsh provisions the abhorred 
speculator may yet contrive to find a little more elbow-room than under the 
existing arrangements, and to that extent will be the unacknowledged bene- 
factor of investors and borrowers who have an interest in free security dealings. 

In general, speculative facilities, by increasing the activity of markets, tend 
to reduce the jobbers’ margins on individual transactions. But there is a 
point at which this advantage is more than offset by the fact that excessive 
speculation accentuates secondary market swings. There is, moreover, a 
tendency to create a vested interest in the business of speculation per se which 
finds its worst expression in the operation of second rate finance houses— 
not only in gold mining—who know how to ring the changes of an over- 
elaborate market technique in combination with control of companies. Whether 
contangoes should be regarded as a necessary facility for really fluid dealings 
or merely as a gratuitous assistance to unscrupulous operators who seek to 
exploit public credulity is likely to remain an open question. Not a few brokers 
made a rule, even before the war, to refuse contango facilities to clients, and 
many more would have liked to follow this lead, but for the pressure of com- 
petition, which weighed especially heavily upon brokers doing a large business 
for “the country’”’. All factors considered, however, it is a safe prediction 
that fortnightly settlements will make for more effective inter-jobber com- 
petition for business within the House and, equally important, between 
London and provincial markets, and that, under the new arrangements, there 
should therefore be a decided tendency towards closer dealing margins. 

There is no doubt, however, that abstinence from contangoes and options 
represents a serious loss of potential business to the Stock Exchange. The 
restricted form of the new system is therefore yet another instance of how the 
House authorities put their responsibilities to the investing public before the 
financial interests of their members. The assumption of these responsibilities is 
by no means of recent growth—it is recognizable, in retrospect, in the embryonic 
‘permission to deal ”’ rules adopted in 1921. There was a big leap forward in 
1930 when some of the lessons of the 1928 boom and subsequent crash were 
applied and when the provisions of Stock Exchange requirements actually 
became for the first time more stringent than those laid down by the Com- 
panies’ Acts. The further advances in this direction, which have even gone 
to the length of prescribing the structure of company accounts and proxy 
forms, the vetting of placing arrangements and so on, have entirely changed 
the status and immeasurably broadened the responsibilities of Stock Exchange 
authorities. Indeed, the process actually evolved a strong protest to the 
Cohen Committee from more conservative City interests, on the ground that 
the Stock Exchange had no right to enforce its own conceptions upon the 
financial community. 

But among the investing public, in political circles, and in the country at 
large, there is general satisfaction that the Stock Exchange Council has adopted 
the réle of policeman—even of magistrate—and has found it necessary to order 
the conduct of persons (both corporate and individual) far outside its ranks 
of Stock Exchange membership. 
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Reconversion’s First Year 
By Alec Cairncross 


AR always means austerity : more guns and less butter. The longer 
W rt war, the greater the austerity, because the more time there is to 

organize the manufacture of guns and the rationing of butter. Once 
the war is over, the average man expects austerity to end too, and when the 
shortages continue he is apt to show his impatience by squatting, striking or 
squandering. Demands that have been held in check throughout the war are 
suddenly released ; there are repairs and renewals, deferred from year to year, 
that can be delayed no longer ; stocks of alJ kinds to be built up again; and 
damage to property to be restored. On the other hand, the resources of man- 
power from which these demands must be met are not rapidly enlarged. The 
ponderous machinery of mobilization for war cannot be put into reverse with 
the same rapidity as consumers’ demand, and as men and women trickle back 
to their former employment, there is a general relaxation of effort and a desire 
for rest and leisure that cancel out some of the numerical gain in the labour 
force. It is this disproportion between the pent-up demand carried over from 
the war and the man-power available to meet it that is the main cause of 
inflationary stresses in post-war Britain. The avoidance of serious inflation, 
like the subsequent avoidance of serious unemployment, is fundamentally a 
problem of man-power. 7 

This does not mean that it is by planning the use of man-power that 
inflation and unemployment can be avoided; it is much more important 
(and much easier) to plan and regulate demand. But it does mean that it is 
impossible to divorce the capital market from the labour market and that the 
student of finance has to keep an eye on trends in employment and on the 
so-called ‘‘ man-power budget ”’. Changes in the size of the working population 
and in its distribution between industries may help to reveal the shape of 
things to come in British industry. If nearly all shortages can be reduced to 
shortages of man-power, the figures of employment may provide the earliest 
indication of the shortages that will be quickly overcome and those that will 
continue for a long time. 

Fortunately, there is no lack of statistics ; the Ministry of Labour have 
seen to that. A selection of the main figures, covering the last seven years, is 
reproduced with this article and makes it possible to judge how far—and by 
what routes—Britain has travelled since the end of the war towards peace- 
time conditions. 

First of all, what has been happening to the size of the total working 
population ? With so much to be done, and such heavy arrears to overtake, it 
will make a world of difference whether there are more workers or fewer than 
before the war to cope with the burdens falling on British industry. The 
changes between 1939 and 1946 are shown in Table I. 

The total working population, on the widest definition, is slightly higher 
than before the war, but falling rapidly. The number of men is already below 
the pre-war figure and did not at any time rise much above it. The reduction, 
Which is still continuing at the rate of 40,000-50,000 per month, is largely a 
reflection of the falling birth-rate ; and as the number of new entrants into 
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industry now corresponds to the smaller number of births in the slump years 
after 1930, the total of men at work is likely to go on falling for some time. 
The number of women in the working population presents a very different 
picture. In the omy years of the war there was a quite prodigious increase 
from just over 5 to 7} millions. Allowing for the fact that a woman in part- 
time employme a is here counted as equal to half a unit, the increase in the 
number of women at work at the peak of the war effort was over 3 millions. 
Since 1943, there has been a steady decrease. Until VE Day it was at a very 
slow rate, but between June, 1945, and June, 1946, over a million women 
withdrew from employment, and the total is declining at the rate of 50,000 per 
month. But there were still in June, 1946, the equivalent of over half-a- 
million more full-time women workers than were available before the war— 
in spite of P.A.Y.E., demobilization, falling birth-rates, and the many other 
factors making for a reduction. If there is a shortage of women workers, 
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June, June, June, Dec., June, 
1939 1943 1945 1945 1946 
1. Total Working Population PP a 19,750 22,281 21,569 20,969 20,232 
Men = 3 oe s3 14,656 15,028 14,846 14,794 14,569 
/ 


















Women .. 5,094 1253 6,723 6,175 5,663 
2. Total employed on work for home mi irket 
or export ‘ ‘ 16,730 12,264 12,449 14,287 16,345 
3. Insured workers ¢ -mploye d in manufac- 
turing industry é* ae e. 6,527 7,579 6,661 6,085 6,334 
Men aa ata , i 4,305 4,281 3,869 3,702 4,068 
Women .. ah ae aa $322 3,298 2,792 2,386 2,266 
| Insured workers employed in metal 
engineering and chemical industries . . 3,001 5,152 4,266 3,545 3,515 
Men me - = a 2,500 3,232 2,818 2,542 2,647 
Women : w +s 501 1,920 1,448 1,003 868 
5. Insured workers employed in all other 
industries 3,526 2,427 2,395 2,543 2,819 
Men ‘ xe ‘a aa 1,805 1,049 1,051 1,160 1,42! 
Women ... % ay “a 1,721 1,378 1,344 1,383 1,398 






* Men aged 14-64 and women 14-59. The figures (which are taken from the Monthly Digest 
of Statistics) include employers and “‘ self-employed ’’ as well as employees, but exclude private 
domestic service. Women in part-time paid employment are included, two being counted as 
one unit. In the last three sub-headings of the table, insured workers only are included and 
the totals do not correspond with those given in Table IV. 


therefore, it is not due to the fact that they are fewer in number ; there are 
10 per cent. more of them than in 1939. 

There is little reason to hope, on the basis of these figures, for a larger 
working population than before the war. The most that can be hoped for is 
that a sufficiently larger number of women will stay in industry to offset the 
reduction in the number of men. 

The figures that correspond most closely to the man-power employed in 
meeting civil requirements, are those given in the second item of Table I. This 
excludes the Armed Forces, the unemployed, and workers employed on orders 
for the supply departments (including munitions) and shows the variations 
in employment for the domestic market and for export. It is this total that 
foreshadows most accurately the future standard of living ; if there are fewer 
workers to meet civil requirements, the standard of living will be lower than 
before the war unless people work harder and more skilfully or are more 
efficiently organized in their jobs. 
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During the war, this total fell by nearly 4} millions, or over 25 per cent., 
but immediately the war was over it rose again rapidly: by 1.8 millions in 
the second half of 1945 and by 2 millions in the first half of 1946. This brought 
employment for the home market and for export to within 400,000 of the total 
in June, 1939. The net fall of 400,000 is the resultant of two opposite 
tendencies, which are summarized in Table II. On the one hand, the Armed 
Forces are much bigger than in 1939 and there are also a very large number of 
ex-servicemen who have still to find employment ; on the other hand, there is a 
larger working population, fewer people are out of w ork, and fewer are occupied 
on ‘orders for the supply departments. 


TABLE II 
CHANGES IN USE OF MAN-POWER 


1939—1946 








(000’s) 
\dditions to Armed Forces .. - ies es os 1,554 
Ex-members of Armed Forces not yet in employn ment .. aa - ee 760 
2,314 
Additions to working population .. : oe oe és ss 482 
Reduction in unemployment ‘ ane e 894 
Reduction in employment on orders for Supply Departments 553 
—— 1000 
Net reduction in employment for home market and exports .. oe ee 385 





This will not, however, be the final position. The Armed Forces are likely 
to be limited to not more than 1 million; the numbers employed on behalf 
of the supply departments will fall to their projected level of half-a-million ; 
and the men who have been demobilized and are not yet in employment 
must eventually be absorbed. The total ‘“‘ yield’ in man-power that these 
changes will provide is very large—over 2 millions. If there were no off- 
setting changes, the number of workers employed on home market and export 
orders would be 1.6 millions more than in 1939, not, as now, fewer. This 
would be most satisfactory. It would mean that, in comparison with 1939, 
the additional requirements of the export trade (approximately 700,000) 
could be met and still leave a substantial net gain to home consumers. 

It is doubtful whether things will turn out quite so favourably. There is 
a further reduction in the working population to be reckoned with, and this 
may account for at least half-a-million workers in a year’s time. There is also 
the possibility, to put it no higher, of an increase in unemployment that would 
dissipate man-power and reduce the net benefit to home consumers ; it would 
be astonishing if unemployment in 1947 remained below 500,000. Taking all 
this into account, the number of workers employed to meet civil requirements 
may be, at best, 900,000 more than in 1939. But nearly all of this increase 
will be absorbed in meeting export requirements. The best that can be hoped 
for is that there will be as much man-power catering for the needs of the 
home market as in June, 1939 ; and it is a pre-condition of this that unemploy- 
ment be kept at or near its present level. 

* 

When there is not enough man-power to go round and so much reshuffling 
going on, who is gaining and who is Josing ? Is reconversion proceeding evenly 
or are some sectors out of line with others ? 
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The biggest changes have been in employment in Government service, 
At one time, in 1943, the Government employed, directly or indirectly, 12 
million persons, or more than half the working population. Towards the end of 
the war there was a gradual reduction, but in June, 1945, the total still reached 
10.9 millions. In the following twelve months it fell by 6.3 million persons, 
or over 50 per cent. This tremendous reduction is an indication ot the mag- 
nitude of the switch in employment that the change from war to peace has 
involved. But it would be quite wrong to assume that 6.3 million persons 
were dismissed or demobilized and absorbed into new jobs. The cuts in the 
programmes of the supply departments that released over 3 million workers 
were frequently offset by private orders placed with the same firms, so that 
workers continued in the same jobs, sometimes making the same things, but 
supplying civil instead of military requirements. As for the 3 million workers 
who came out of the Armed Forces, at the end of last June no less than 760,000 
were still undecided what to do. 

But these releases of man-power still left 4.7 million workers in Government 
service last June—nearly 50 per cent. more than in 1939. This is much the 
largest increase, compared with pre-war, that has taken place in the absorption 
of labour, and is the most important single factor creating a shortage of man- 
power. It arises partly because the Armed Forces are swollen beyond their 
peace-time establishment, and partly because the Civil Service, with its added 
duties, shows no sign of contracting. 

Leaving aside the Armed Forces, and looking only at civil employment, 
the groups that have expanded above the pre-war level are national and local 
government services, transport, shipping and fishing, and agriculture. The 
first and last of these will cause no surprise ; but it is certainly not generally 
realized that employment in transport, including both road passenger transport 


TABLE III 
CHANGES IN EMPLOYMENT, 1939—-1946 
(000’s) 
Gain (+) Gain (+) 
June, June, or or 
1939 1946 Loss (—) Loss (—) 
1939-1946 1945-1946 
National and Local Government Service 1,465 1,913 + 448 — 37 
Transport, Shipping, Fishing i fs 1,273 1,410 + 137 4 142 
Agriculture ae ae. <3 a g10 1,019 } 109 = 6 
Gas, Water and Electricity a oe 242 250 8 t 54 
Mining and Quarrying aa a - 873 791 -- 82 _- 8 
Building and Civil Engineering .. xi 1,310 1,170 - 140 } 
Manufacturing Industry .. =" .. 6,940 6,658 282 — 
Commerce, Finance, etc. .. +n =t 2,100 1,641 - — 4 
Distributive Trades oe a «« S87 2,210 - 677 7 


448 
270 
‘ 
151 
252 


18,000 17,062 938 | 


and goods’ transport by road, is higher now than in 1939, and continuing to 
increase. The groups that have contracted in comparison with pre-war are 
mining, building, manufacturing industry, commerce and distribution. The 
biggest reductions have been in the last two, while manufacturing industry 
has enjoyed average good fortune, with a net reduction of 4 per cent., compared 
with the general average of 5 per cent. 
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Over the past year—as distinct from the seven-year period as a whole— 
a quite different set of changes have been in progress, and these trends have 
a vital significance for the future. The building industry has had the lion’s 
share of the additional workers, and transport, public utilities, commerce and 
distribution have all benefited in varying degrees. Agriculture and mining 
have, more or less, stood their ground. The one conspicuous loser has been 
manufacturing industry. 


Now, manufacturing industry is not only the corner-stone of the export 
drive, but the scaffolding of the home market as well. It is true that it accounts 
for no more than 35 per cent. of total employment ; but it occupies a position 
of peculiar strategic importance in the change-over from war to peace, and it 
is within industry that the larger and most difficult shifts in man-power tend 
to be concentrated. 


These important shifts are analyzed in Table IV. During the war, the total 
number of industrial workers rose by about 1 million and fell back again to 
the pre-war level. In the first six months after the end of the war the fall 


TABLE IV 
EMPLOYMENT BY MARKET 
(000’s) 
June, June, | ’ Dec., June, Change 
1939 1943 ‘ 1945 1940 1939-1946 
Employment in industry on by / 
orders for : 

Home Market .. .. 4,680 2,412 2, 3,654 4,615 

Export .. - a 990 257 897 1,326 

Supply Departments .. 1,270 5,180 3,88 1,790 717 








6,940 7,849 ,928 6,371 6,658 





continued, mainly because of the withdrawal] of women from industry, and it 
is only since the beginning of 1946 that this trend has been reversed; the 
withdrawal of women has been much slower and men have been returning 
from the Forces much more rapidly. By the end of the year, industrial 
employment should be up to, or above, the 1939 level. 


In the course of the war, the numbers engaged on export orders fell to 
about a quarter, but are already 30-40 per cent. bigger than in June, 1939. 
The supply departments, which came to employ nearly two-thirds of all 
industrial workers at the peak of the war effort, have now sunk well below 
even the pre-war level. Employment for the home market, after a drop of 
50 per cent. during the war, has recovered to the pre-war level. Broadly 
speaking, the changes in industrial employment over the past year come to 
this: a displacement of 3 million workers from Government to civilian con- 
tracts, with 2 million moving to supply the home market and 1 million to 
supply exports; a three-fold increase in employment on exports, and an 
increase not far short of 100 per cent. in employment to meet home market 
requirements. 

Of the increase in exports there is evidence enough. But how can the 
near-doubling of employment on home market orders be reconciled with the 
shortage of consumer goods? Are there really as many workers supplying 
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the home market as in 1939, or is there some statistical sleight-of-hand con- 
cealing the real changes in the use of man-power? The beginnings of an 
answer are contained in items 4 and 5 of Table I. Industrial workers are 
there divided into two groups: those in the metal, engineering and chemical 
industries, and those in all other industries. In the first group there was a 
70 per cent. expansion during the war—an expansion made possible largely 
by the recruitment of women workers up to a total nearly four times as large 
as before the war. Employment has since been reduced as a result of cuts in 
Government contracts ; but a comparison of the figures for December, 1945, 
and June, 1946, shows that the total is tending to settle at about 3} millions, 
one-sixth above the pre-war level. Moreover, the number of women in those 
industries is tending to remain high and, judging from the trend, may stay 
between 750,000 and 800,000, 7.e., more than 50 per cent. above pre-war. 
This expansion in the metal, engineering and chemical industries is to 
some extent in accordance with the long-term trends: these are industries in 
which Britain’s advantages in skill and raw materials are likely to be most 
pronounced. Part of the increase is due to an expansion in exports above the 
pre-war level, and this group of industries now employs more than two-thirds 
of the total number of workers recorded as occupied on orders for export. 


But the expansion has been most embarrassing to the remaining industries 
of the country, which lost nearly one-third of their labour during the war, and 
are now having the utmost difficulty in regaining it. Between June, 1945, and 
June, 1946, they recruited only 400,000 workers, and are still 20 per cent. 
below the level of June, 1939. Even more significant is the change in the 
employment of women in those industries over the past year. Here, the net 
recruitment has been exactly 44,000 in twelve months, compared with a net 
loss of 380,000 during the war. 

In this group, textiles and clothing have been particularly badly hit, chiefly 
because of their dependence on women workers. In textiles, for example, 
there used to be about 400,000 men and 600,000 women in employment. 
During the war, half the men and a third of the women were withdrawn. In 
the first year of peace, the men have been returning steadily and about 40 per 
cent. of the war-time loss has been made up. But in the seven months between 
November, 1945, and June, 1946, the net increase in women was exactly 100 
a month, and in June there was no increase at all but a further reduction. 
Very much the same is true of the clothing industries. This entire group is 
practically marking time with 30 per cent. less man-power than before the 
war ; and if more coupons are distributed this autumn, and exports continue 
to rise, it will not be because of successful reconversion, but because Service 
orders have been severely reduced. 
* 


It is this lopsidedness in reconversion that accounts for the paradox of 
employment at the pre-war level and supplies of consumer goods far below. 
The weight of effort in industry is going Jargely into capital goods—into the 
production of machinery, ships, steel, etc., and of durable consumer goods 
such as houses and motor cars ; it is not going into ordinary consumer goods 
and services. This is a natural development, inasmuch as no one can deny the 
need to restore and improve the capital equipment of the country, to provide 
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more houses, better transport facilities and new and up-to-date machinery. 
It is also a development along the line of least resistance, since the industries 
making capital goods already employ the necessary man-power at favourable 
rates of pay. But it is not an altogether healthy development, for people 
tire of promises of an overdose of jam to-morrow, and rightly clamour for a 
little more jam to-day. 

There is a two-fold danger in straining to maintain the output of capital 
goods so as to put everything right at once. The lack of consumer goods, 
especially when combined with high rates of income tax, weakens incentive to 
effort, makes shorter hours and leisure a more attractive alternative, and takes 
up time in queues, in searching for wanted goods, and in coping, either as 
Government official or as consumer, with rations and regulations of all kinds. 
All this means a loss of productive power that of itself could contribute to the 
elimination of shortages. Sometimes, it shows itself in absenteeism, some- 
times in fatigue, and sometimes in an attitude of mind that threatens the 
whole system of controls by which demand is held in check. The fact that 
the public have so far shown great patience in waiting for the end of austerity 
and in accepting a policy of priority for exports, does not guarantee that the 
same patience will be shown in the second year of peace. 

The second danger is that the economic system may become geared to a 
high level of investment in capital goods, and that all the obvious projects 
that might, in a few years’ time, provide a shock-absorber against the effects 
of a world slump, will be pushed through at high cost, when the labour for 
them can il] be spared. It would be easy for the Government to justify piling 
on still more capital expenditure at the first whiff of slump conditions, and to 
perpetuate the shortage of consumer goods in the sacred name of full employ- 
ment. Or, to take a similar dilemma, it is only too easy to conclude that, 
because there is a general shortage of labour throughout industry, mechaniza- 
tion offers the only hope of relief, and to set about the construction of still 
more machinery with the very workers who might make greater mechanization 
unnecessary. 

The shortages that the consumer feels most acutely do not require much 
man-power to remove the pinch. An extra 200,000 workers in the textile and 
clothing trades would make all the difference : 1 per cent. of the total working 
population. But it would be a mistake to assume that this requirement, or 
all the needs that must one day be met, will be satisfied by leaving things to take 
their course. 

The final balance of employment cannot yet be predicted with any 
assurance. No one can say what employment the men already demobilized 
and the men still to be demobilized will select, and the numbers involved are 
enormous. But one can say that there should be about as much man-power 
in civil employment as in pre-war years, and that with the same man-power 
the standard of living should not be very different, in spite of our obligations 
to joreign countries. Whether the pre-war standard of living is, in fact, 
recovered will depend upon our success in making the fullest use of our man- 
power and in correcting the present lack of balance between industries and 
services. 
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Anglo-French Partnership 
By Walter Hill 


‘HE new Anglo-French economic agreement is the first fruit of the decision 
To the two Governments to make a fresh attempt to give expression to 

the community of interest between the two countries by way of close 
and mutually advantageous economic co-operation. Its chief significance, 
therefore, is political. The initiative came from the French. Last August 
M. Bidault, the French Prime Minister, suggested to Mr. Attlee that the time 
was opportune for such an attempt. Mr. Attlee agreed, and Mr. Bevin and 
M. Bidault conferred in general terms about the difficulties arising from the 
current financial agreement and about the prospect of an expansion of imports 
by the sterling area from the franc area. They decided to call a conference 
of experts on September 9, who, impelled by Cabinet directives, have paved 
the way for a new partnership, resting upon the principle of a division of labour 
between the two countries. 

Hitherto, Anglo-French economic relations have been on a purely make- 
shift basis. In March, 1945, when France was still prostrate and badly in 
need of imports of food and materials, Britain granted her a short-term credit 
of {100 millions, sub-:equently raised to £150 millions ; one-third of French 
purchases in the sterling area was to be paid for in gold within twelve months. 
A later agreement, covering the nine months to the end of this year, required 
the French to repay the remaining two-thirds of the credit within three years, 
by the transfer of sterling securities. No attempt was then made to examine 
the prospect for an expansion in trade ; commercial relations remained on a 
day-to-day basis, with France a heavy and Britain a small purchaser; as a 
result, sterling became the currency in shortest supply in France. From the 
point of view of both countries it was obviously desirable that the present 
makeshift arrangements should be replaced by something like an economic 
policy. 

It is a pity that the attempt was not made at an earlier stage, though, 
both for political and economic reasons, the hand-to-mouth basis was perhaps 
inev.table. Politically, the alignment of forces in France has only recently 
been clarified, that is, at the referendum of last May, when the country decided 
against an alignment with Russia and in favour of closer relations with the 
West. There are still further political hurdles in the way. The new draft 
Constitution has yet to be voted (probably this month) and another general 
election remains to be held before the country can hope to escape from the regime 
of short-lived provisional governments. It is probable that the draft Con- 
stitution will in fact be adopted and that the general election will confirm 
the majority in favour of closer alignment with the West. Despite this clari- 
fication of internal policy, however, Britain and France by no means see eye 
to eye in foreign policy, that is, in policy towards Germany. But there is a 
growing conviction on both sides that a compromise should be reached. 

Economically, France has only recently emerged from a condition of near- 
paralysis, when attention was inevitably concentrated on day-to-day prublems. 
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During the past twelve months, however, recovery has steadily gained 
momentum and general business activity is now at the rate of some 80 per 
cent. of pre-war activity. The country is still seriously short of coal. Domestic 
production is running slightly above the pre-war level, averaging between 
goo,000 metric tons and 1,000,000 metric tons a week, but imports are at the 
rate of only about two-fifths of that level, that is, at the rate of les; than 
250,000 tons a week. The shortage of coal, especially of coking coal, is acting 
as a brake on the production of steel, which is urgently required in large 
volume for reconstruction and for the expansion in the output of the metal 
industries. The production of crude steel has risen from 115,000 long tons in 
July, 1945, to 371,000 tons in July, 1946, but in 1939 it was at the rate of 
646,000 a month. Transport has been ufficiently repaired to carry present 
traffic; railway car-loadings have recently topped 30,000 waggon; a day, 
against a daily average of 37,600 in 1938. Building has been seriously lagging 
in recovery, mainly because of the shortage of materials. The consumer goods 
and, generally, the lighter trades have made the best showing and production 
in a number of them is again approaching pre-war levels. In food supplies, 
there has been a solid improvement as a result of a good harvest. The only 
really serious shortage is in fats, and here the country is up against a world- 
wide shortage. 


As a result of the solid improvement in production, the country is at last 
able to take stock and to look ahead. M. Jean Monnet, the Commissioner for 
the modernization of French industry, has been quietly busy with his tripartite 
working-parties to lay the plans for individual industries, and his five-year 
plan is gradually taking shape. But, for its execution, France will require 
substantial imports which, to begin with, will have to be financed largely from 
loans and sales of overseas assets. The $650 million credit from the Export- 
Import Bank will not go very far. True, exports are also rising, but the 
deficit in the balance of merchandise trade remain heavy. Imports have 
recently been at the rate of about Frs. 20,000 millions and exports at the rate 
of Frs. 8,000 millions, against an average of only Frs. 949 millions in 1945. 
A further expansion in exports is confidently expected, but the degree of 
success will depend, apart from the world trade setting, on the rate of coal 
supplies, the maintenance of an austerity regime, and on the course of prices. 
Hitherto, the country has experienced little difficulty in booking export 
orders for goods in widespread demand, though some of the staple luxury 
products have fared less well, not least because of Britain’s restrictions on 
imports. 


The question of prices naturally raises the issue of financial policy—the 
recent 20-25 per cent. increase in wage rates has inevitably added to costs 
of production, though, as experience is beginning to show, many industries 
have been able to absorb it without a rise in prices, mainly, of course, because 
of the expansion in production. (Prices had previously been fixed to show a 
profit in many industries at something like half the present turnover.) The 
Budget, of course, remains unbalanced, though the expansion in business 
activity has brought a big increase in the yield of taxation. Revenue during 
the first six months of the present calendar year was Frs. 170,000 millions, 
against only Frs. 66,000 millions during the corresponding period last year. 
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The capital levy contributed less than Frs. 25,000 millions to the increase of 
Frs. 107,000 millions, though the rise in prices was an important contributing 
factor. The (still unassessable) Budget deficit is being covered, apart from 
short-term loans, by the proceeds of imports financed by credits or the sale 
of gold, overseas assets, by the device of promissory notes used in paying 
Government contractors, and by recourse to the Bank of France. The climate 
remains unpropitious for the issue of a long-term loan. 








The conditions of inflation still exist, though in this respect France is not 
an exception. The question is one of pace, yet the spectacular rise in the 
official index of wholesale prices in recent months (it is now about seven 
times as high as in 1938) is not in itself an indication of acceleration. The 
rise is due largely to the removal of food subsidies and to the big upward 
adjustment of the prices of farm products, though the increase in wage rates 
has also played a part in certain industrial products. But the official index 
has long ceased to be a yardstick of general price movements because of the 
existence of a big black market. The average rise in prices in recent months 
has not been nearly as marked as the official index suggests, because black 

market prices have remained stationary or tended to decline. And a growing 
proportion of goods is changing hands at official prices—a reflection of rising 
production and stricter supervision. The price of the gold Napoleon, one of 
the most sensitive thermometers of public confidence in the country, has 
fallen steeply, though it has recovered somewhat quite recently. There has 
even been fresh evide nce of currency hoarding, though the note circulation 
has been fairly steady at Frs. 620,000-640,000 millions in recent months. 
Inflation has not been arrested ; but its progress has been nothing like as 
rapid as the official price indices suggest. 


While France is certainly not yet out of the wood, either politically or 
economically, she has made solid progress during the past year and can now 
see ahead rather more clearly. The setting for the Anglo-French economic 
talks was, therefore, more favourable than hitherto; Britain, too, can lay 
her plans for a longer time ahead, now that she has obtained the American 
line of credit. It is not too soon for an attempt to hammer out future policy 
in Anglo-French economic relations.. Obviously, far-reaching decisions cannot 
be taken at short notice. Both countries have subscribed to the conditions 
of the multilateral regime the United States is so anxious to organise ; any 
agreement between them must conform to these conditions. Moreover, the 
conditions of international trade remain undefined, pending America’s initiative 
at the forthcoming conferences of the International Trade Organization. 

































The new approach to the formulation of policy for closer economic co- 
operation between the two countries has rightly been guided by the need to 
distinguish between short-term and long-term policy. 






Short-term policy must be guided by the needs of the two countries. At 
present, both of them are still running a substantial deficit in their accounts 
with the rest of the world. France is anxious to maintain her purchases in 
the sterling area, but has had difficulty in doing so. By the supplementary 
financial agreement of last spring, she could not draw on fresh credits ; she 
could not use the $650 million Export-Import Bank credit which has to be 
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spent in America ; she could not utilize her sterling securities since these had 
to be transferred in liquidation of the debt of £100 millions outstanding at the 
emi of March. Since her cash balances are now at the minimum necessary to 
finance current trade, she could only use the proceeds of exports (estimated 
at £20 millions for 1946) or gold—her gold and foreign exchange reserves have 
already been seriously diminished. The most obvious first step was, therefore, 
to examine the possibilities of increased exports to Britain and the sterling 
area as a whole. The prospect for a resumption of luxury exports on a pre- 
war scale to Britain in the near future was not promising because of Britain’s 
heavy external deficit. The most fruitful solution, from Britain’s point of 
view, would be for France to produce more of the kind of goods that Britain 
needs—and this has been acknowledged in the new agreement. This would 
reduce the disparity between French purchases in the sterling area and British 
purchases in the franc area. 

But it would not solve the immediate problem of France’s shortage of 
sterling. In order to provide France with a little more elbow room now, the 
British Government has agreed to fund £100 millions of the outstanding debt ; 
the terms provide for repayment in instalments over a period of twelve years 
from 1950 and for a rate of interest of one-half of 1 per cent., the same as that 
payable by Britain on Argentina’s sterling balances. French-owned sterling 
securities will thus be released for current purchases in the sterling area. 
This arrangement is equivalent to a fresh credit. Private short-term credit 
facilities—to be resumed on a small scale—will also promote trade. 

Long-term policy should have as its objective a progressive division of 
labour between the two countries, within the limits of international agreements. 
This has been recognized by the two Governments, who, in a joint announce- 
ment, draw attention to the need for preventing “conflicts between the 
reconstruction and modernization plans of the two countries in accordance 
with the declared objectives of the two Governments as regards world trade, 
and the proposals for an international trade organization ’’. A comparison 
of notes on investment policy between the staff of M. Jean Monnet, the Com- 
missioner for the modernization of industry in France, and their opposite 
numbers in this country should therefore be the next step as a means of avoiding 
duplication of equipment and of taking advantage of the economics of large- 
scale production. Such a policy need not necessarily involve the export of 
capital, though if it were pushed any distance it certainly would. But so 
long as Britain’s balance of payments remains in deficit, Britain is not in a 
position to export capital. 

The immediate practical consequences of the new agreement are unlikely 
to be spectacular. France has been given a little more elbow room for current 
purchases in the sterling area, and Britain will be able to secure more goods 
of the type she needs. Long-term policy, as conceived by the two Governments, 
$ still only a statement of good intentions. The decision to hold meetings 
between experts at least once every three months suggests that the two 
Governments are in earnest. But the real job of achieving a close and mutually 
advantageous integration of the economics of Britain and France remains 
to be done. Solid and steady progress in this direction postulates agreement 
on foreign policy, especially towards Germany. 
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Banking in Australia and New Zealand 


By a Special Correspondent 


N April, 1945, the two banking bills then before the Australian Common 


wealth Parliament were described in THE BANKER as the most far-reaching 

banking legislation ever enacted in any country in the world. These bills 
were passed without substantial amendment, and duly became law on 
August 21, 1945. Australia’s central bank, the Commonwealth Bank, was 
instructed “‘ to pursue a monetary and banking policy directed to the greatest 
advantage of the people of Australia, and to exercise its powers . . . in such 
a manner as . . . will best contribute to (a) the stability of the currency of 
Australia ; (b) the maintenance of full employment in Australia ; and (c) the 
economic prosperity and welfare of the people of Australia. At this stage it 
is too early to try to assess the extent to which these laudable, but perhaps 
not wholly compatible, objectives are being attained in practice ; but the 
closing of the Commonwealth Government’s—and Bank’s—financial year on 
June 30 provides a convenient point from which to analyze banking trends 
of the preceding twelve months, and to attempt a progress report on banking 
under control during the transition period. 

Most of the authority given to the Commonwealth Bank in the 1945 
legislation was already being exercised by it during the war years under the 
National Security (War-time Banking Control) Regulations, and therefore 
no abrupt changes in banking trends were to be expected as a result of the 
mere proclamation of the new Acts. Table I shows the assets and liabilities 
of the Australian trading banks during the June quarter of 1939, the December 
quarter of 1941, and the last five quarters up to June, 1946. The 1941 figures 
mark the beginning of controlled banking, by the War-time Banking Control 
Regulations gazetted on November 26, 1941. 

As was to be expected, advances fell steadily throughout the war, and in 
the June quarter of 1945 were only £205.8* millions compared with £290.8 
millions in the June quarter of 1939. During this period the banks were dis- 
couraged from making new advances other than for purposes which would 
further the war effort, so that new lending was insufficient to offset the normal 
repayment of old overdrafts ; the fall of the advances-to-deposits ratio from 
g0.5 per cent. to 34.9 per cent. over the same period shows the really revolu- 
tionary effect upon the structure of Australian bank assets. The decline in 
advances was, however, arrested immediately after Japan’s surrender. At 
first their recovery was very slow indeed, the improvement in the first nine 
months of peace being only £5.3 millions; but in the ensuing three months 
the increase was {12.3 millions. 

The slow recovery of bank advances, which were expected to contribute 
substantially to industrial reconversion, reflects the exceptionally liquid 
position of many undertakings, which thus have been able to finance much 
of their reconstruction from their own reserves. The Australian farmers and 
pastoralists, who were the banks’ best borrowing customers before the war, 
have in the past year enjoyed generally satisfactory seasonal conditions and 





* Figures in text are in Australian pounds throughout. 
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prices, and have thus reduced or paid off many old overdrafts. On the other 
hand, the continued difficulty in getting new supplies of maintenance materials 
and of farming equipment and machinery has helped to keep down the farmers’ 
demands for additional accommodation. In the pre-war years, loans to persons 
wishing to build their own homes, either directly or through building societies, 
formed a not unimportant part of Australian bank advances ; here, too, the 
limiting factor has been the shortages of labour and materials rather than 
any dearth of would-be purchasers. However, the improvement in the June 
quarter, marked by the first peace-time increase in the advances-to-deposits 
ratio, indicates that some of the transitional difficulties are being overcome. 

By. mid-1945, “Special Deposits with the Commonwealth Bank” had 
displaced advances as the largest of the banks’ assets, and constituted 40.7 


TABLE I 
AUSTRALIAN TRADING BANKS 
(Quarterly Averages) 

(£A. millions) 


June Dec. June Sept. Dec. March June 
Or., x;, .. s., Or., Ge. o.. 
1939 I94I 1945 1945 1945 1940 1940 
Deposits— 
Interest-bearing .. ga 201.2 202.9 224.9 224.1 222.7 220.2 214.4 
Current ne a ‘ 120.1 173 7 364.3 351.3 371. 8 ead 2 416.9 
Total Deposits .. ja ee 321.3 376.6 539.2 575-4 594. 5 626.4 631.3 
Advances is 290.8 278.0 205.8 211.1 225.9 211.3 223.4 
Government and ‘Municipal 
Securities o8 22.3 62.3 109.3 106.5 223.2 119.0 122.8 
Special Deposits with Common- 
wealth Bank . ce jad 2.6 239.6 220.4 247.3 241.5 258.3 
Cash * - re ea es 30.5 44.3 35-8 36.2 40.4 43.3 34.1 
Treasury Bills .. ‘a Et 25.0 10.0 54.8 52.9 63.0 72.8 50.3 
Total (Cash and Treasury Bills) 55-5 90.8 90.6 89.1 103.4 1160.1 84.4 
Ratios— % % % % % % % 
Cash to Deposits... ae 9.5 11.9 0.1 6.3 6.8 6.9 5-4 
Advances to Deposits pe 90.5 73.8 34-9 30.7 35.0 33-7 35-4 
Special Deposits to Deposits ot § $0.7 39.3 38. 38.6 40.9 
Interest-bearing Deposits to 
Total Deposits .. “< 62.6 53-9 38.2 38.9 37-5 35.1 34.0 


*Coin, Bullion, Australian Notes, and Cash with the Commonwealth Bank. 


per cent. of deposits compared with the advances-to-deposits ratio of 34.9 
per cent. These “‘ Special Deposits ’’ were first a product of the War-time 
Banking Control Regulations, under which the trading banks were directed 
to lodge in a special account with the Commonwealth Bank such part of their 
surplus investible funds as the Commonwealth Bank might call for in accordance 
with a plan approved by the Treasurer. In practice the amounts so frozen 
were the amounts by which the assets of the trading banks in Australia exceeded 
their Australian assets in August, 1939. This arrangement was put on a 
permanent basis by the Banking Act of 1945 which directed the banks to 
transfer to new special accounts with the Commonwealth Bank the amounts 
then standing to the credit of their special accounts under the War-time Banking 
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Control Regulations. The interest payable on these special accounts was 
fixed at a rate not exceeding 17s. 6d. per cent. per annum. 

From their very nature, therefore, it was inevitable that special deposits 
at the end of the war should be roughly equivalent to the growth of deposits 
during the war. But the falling volume of advances left the banks with other 
surplus investible funds, so that between the June quarters of 1939 and of 
1946 they were able to increase their holdings of Government and municipal 
securities by £87.0 millions and of Treasury bills by £29.8 millions. After 
November 27, 1941, the banks could purchase Government securities only with 
the consent of the Commonwealth Bank, and this restriction, too, was made 
permanent by inclusion in the Banking Act of 1945. The falling volume of 
Treasury bills which had become apparent by June, 1945, was the result of 
a change in Treasury policy, involving the financing of the budgetary deficit 
by public loans and internal investment of Government funds rather than by 
the issue of Treasury bills. Since the end of the war this policy has been 
continued. Treasury bills, after being allowed to rise to a level of £72.8 millions 
in the March quarter of this year, were reduced sharply in the final quarter 
of the financial year, so that in his pre-election financial statement the Treasurer 
was able to claim that his Government had financed the whole of its expenditure 
over the previous two years “ without recourse to Treasury bills or other 
forms of central bank credit ”’. 


TABLE II 
AUSTRALIAN SAVINGS BANK DEPOSITS 

£A.000’s 
August, 1939 ‘a es sil and ra $4 244,895 
May, 1945 als a “a on rv =x = 552,074 
August, 1945 .. oa ca ead re os + 584,704 
December, 1945 “7 i sa od is $i 622,583 
March, 1946 .. re is ae zi ee aa 648,852 
June, 1946 sa soi ae Sa ora ais ni 662,551 

The redemption of Treasury bills was also opportune in another respect. 
When, early this year, indications began to appear that advances were going 
up, the authorities knew that in the absence of any modification of the “ special 
account ”’ requirements, the banks would have to make some changes in their 
other assets to make room for the additional advances. It might have been 
embarrassing if they had unloaded long-term Government securities on the 
market, but up to the present the situation has been easily met by the redemp- 
tion of Treasury bills. If, however, advances now continue to expand as 
fast as they should, it seems that the authorities wil] sooner or later have to 
release some of the amounts deposited by the banks in the special accounts. 
This has probably already been happening in a minor degree with the accounts 
of some of the banks. 

The deposits of the Australian trading banks increased by about 83 per 
cent. in the war years. This is a smaller proportionate increase than in England 
where the deposits of the London clearing banks more than doubled. Table II, 
however, indicates that a large part of Australia’s war-time monetary expansion 
was absorbed by savings bank deposits, which increased from {244.9 millions 
in August, 1939, to {584.7 millions in August, 1946. After the end of the war, 
deposits of both trading and savings banks continued to increase, though at a 
slower rate than during the preceding two years, and trading bank deposits 
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may have now almost reached their peak. Their continued high level is largely 
due to the sustained heavy volume of Government spending. 

The movement in the ratio of interest-bearing to total deposits is significant. 
This ratio fell steadily from 62.6 per cent. in the June quarter of 1939 to 38.2 
per cent. in the June quarter of 1945, and the fall continued to 34.0 per cent. 


TABLE III 











AUSTRALIAN INTEREST RATES 
Maximum Rates FixEp By COMMONWEALTH BANK UNDER NATIONAL SECURITY (ECONOMIC 
ORGANIZATION) REGULATIONS 
Trading Commonwealth Bank and Savings Bank Deposits : 
Banks’ Trading Banks’ Fixed Commonwealth Savings Bank 
Overdraft Deposits State Savings Bank of Victoria 
Rate 3 6 12 24 a 
mths. mths. mths. mths. First £500 £501-£1000 
% % % %o % % % 
March, 1942 5 1} 1} 1} 2 2 14 
January, 1944 .. _— I 1} 1} 2 — — 
August, 1944 .. 42 - 3 1} 13 _ 1} 
December, 1945 _ 4 3 I 13° — I 


* 14% p.a. up to £10,000 and 1% on amounts in excess of £10,000. 


in the March quarter of this year. The fall during the war was caused partly 
by the counter-attraction of war loans and war savings certificates, but partly, 
too, by the enforced reductions of rates payable on term deposits. The latest 
cut, which became operative on December 4, 1945, reduced most allowances 
to not more than half their pre-war levels (see Table III). Interest-bearing 
deposits have played an important part in the development of Australian 
finance, and in some respects have tended to compensate the banking system for 
the absence of a short-term money market. They permitted the Australian 
banks to lend on much longer terms than was practicable in other countries. 
This long-term lending has greatly fostered the development of Australian 
industry, and could certainly play an important part in the present expan- 
sionary phase of the Australian economy. The gradual reduction of interest- 
bearing deposits with its consequent effect on bank lending policy is but one 
of the ways in which the official zea) for cheap money may retard investment. 


EXPANSION IN NEW ZEALAND 

Recent developments in banking in New Zealand have been rather more 
orthodox than those in Australia. During the war it was not found necessary 
in the Dominion to resort to the device of ‘‘ special accounts ”’ with the central 
bank. Deposits did indeed increase to a greater proportionate extent than in 
Australia (see Table IV), but the banks spread the resultant increase in their 
assets over cash, overseas assets, and Government securities. Although the 
total of overdraft limits increased very considerably, advances actually 
effected fell stightly. The banks agreed not to buy Government or municipal 
stock except when the Government arranged with them to do so in the absence 
of adequate subscriptions by the public. It was, therefore, the lack of other 
outlets for their funds which led the banks to increase their holdings of cash 
with the Reserve Bank. 

Since VJ Day, deposits in New Zealand have continued to increase for 
much the same reason as in Australia. New Zealand is selling all the farm 
produce that can be produced at reasonable prices, and the Government is 
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continuing to spend heavily. Advances have been slow to recover, owing, 
as in Australia, to the general liquidity of most concerns and the difficulty of 
obtaining building and other materials. Consequently, the post-war increase 
in deposits has been largely balanced by still bigger holdings of cash or balances 
with the Reserve Bank. 
TABLE IV 
NEW ZEALAND TRADING BANKS t 
(£NZ. o00’s) 
LIABILITIES (in New Zealand) ASSETS 

Net Advances | Unexercised 
Demand Time Total Bankers’ | Overseas Securities and Overdraft 
Cash* Assets Govt. Other Discounts} Authorities 


1939 =. 338,043, 30,178 68,221 15,765 3,962 11,264 261 54,242 23,621 
1945 99,836 31.634 131,470 52, 13,047 29,335 2,473 51,618 40,274 


~ 
o 


2,486 51,333 39,190 
2,446 48,784 42,241 


May, 1945 99,778 31,033 130,810 57! 15,797 
Aug., 1945 100,865 31,510 132,375 58, 13,229 
Nov., 1945 106,164 33,071 139,235 63, 11,608 2,458 52,565 42,198 
Feb., 1946 117,450 32,854 150,304 , 11,844 2,361 52,799 44,481 
May, 1946 114,900 33,323 148,224 66, 195 13,707 26,774 2,296 56,201 45,818 
+ Last Monday in each month for monthly figures ; annual figures are average of months. 
* Includes Notes and Coin, and Balances at Reserve Bank. 
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However, New Zealand is not lagging far behind her sister dominion in 
the introduction of political control of banking. Late in 1945 the Bank of 
New Zealand Act was passed. This provided for the complete nationalization 
of New Zealand’s largest trading bank, and its government by a board of 
directors appointed by the Minister of Finance. Moreover, the board is 
obliged to “ give effect to any decision of the Government conveyed to the 
board in writing by the Minister of Finance’. No fault could be found with 
the trading banks’ record of co-operation during the war, and it appears that 
the chief reason for the nationalization of the Bank of New Zealand may have 
been pressure by the more extreme and doctrinaire section of the Labour Party. 

Some of the leaders of the Governments in Australia and New Zealand 
have recently congratulated themselves on the success achieved by their 
financial methods. Taking the three-point directive given to the Common- 
wealth Bank as the measure, it may readily be conceded that neither country 
is having any difficulty in maintaining a very high level of employment. 
But since the war ended with a huge pent-up demand for the products of these 
countries, it would be surprising if it were otherwise. The continued growth 
of bank deposits, however, indicates that the apparent stability of prices is 
due more to the strength of the controls than to monetary policy. Indeed, 
in the Commonwealth Bank’s report for 1945-46 the Governor gives warning 
that the Bank is still concerned with the possibilities of inflation and advocates 
the continuance of price and investment control. He also pointed to the dangers 
for Australia in following a policy of “ self-regarding nationalism ”’ and urges 
his country to safeguard her interests by participation in the International 
Monetary Fund. He realizes that exporting countries cannot insulate them- 
selves from overseas conditions. Obviously, the testing-time for the financial 
techniques at present being used, or held in reserve, in Australia and New 
Zealand, has not yet come. It will come when these countries are faced, 
either through droughts or poor world markets, with a much lower level of 
overseas income. 
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Guarantees for Unenforceable Debts 
A Recent Infancy Case 
By C. R. W. Cuckson 


OME uneasiness has been created in banking circles by the recent decision 
9 Mr. Justice Oliver in Coutts & Co. v. Browne-Lecky (1946, All England 

Reports 207), that a guarantee given by a father for the overdraft of his 
infant son was not enforceable against the father on the ground that there 
cannot be a guarantee without a principal debtor. The son was prevented by 
the Infants Relief Act, 1874, from being under any liability to the bank for his 
overdraft, and the father could not be surety for a debt that had no legal 
existence. 

Oliver, J., quoted and followed the decision of the House of Lords in 
Swan v. Bank of Scotland (1836), a case of a guarantee for an overdraft created 
by drawing unstamped cheques, which was a “ fraud on the revenue ’’ under 
the Stamp Act then in force; but the House of Lords expressly held the 
guarantee to be void, not for illegality, but because the Act declared a debt 
so created to be absolutely void. Lord Chancellor Brougham then said: “ If 
there is nothing due, this obligation to make that nothing good amounts itself 
to nothing ”’. 

Before the recent case bankers had relied on Wauthier v. Wilson (1911, and 
on appeal 1912), where a father and infant son had signed a joint and several 
promissory note for money advanced to the son. Pickford, J., held the father 
liable as a surety, but the Court of Appeal would have reversed his decision 
had not the Lords Justices been able to hold the father’s liability under the 
joint and several promissory note to be that of a principal debtor, his contract 
being a contract, not of suretyship, but of indemnity, 7.e., an undertaking to 
indemnify the creditor against any loss resulting from his advancing money 
to the son, although the son could not make himself liable to repay it. War- 
rington, L. J., said that anyone who executes a promissory note is liable on it 
at common law, and “ can only get out of it upon the arising of some equity 
which makes it inequitable for him to pay ’’. There was no such equity in 
that case, as the father was, of course, aware of his son’s disability, but if the 
father’s contract had been a contract of guarantee, it would have been “a 
contract to guarantee a debt which was no contract at all”’. 

The distinction between (a) a contract of suretyship, or guarantee, requiring 
and depending on the primary liability of a third party named as principal 
debtor, and (d) a contract of indemnity, which is an undertaking to be liable 
in any event, whether the third party is liable or not, is emphasized by all 
writers on the Law of Contract. For instance, Anson on Contracts, 17th Ed. 
(1929), page 70, says: “‘A promise of guarantee or suretyship is always 
reducible to this form: ‘ Deal with X, and if he does not pay you, I will.’ 
[t must be carefully distinguished from a contract of indemnity, or promise to 
save another harmless from the result of a transaction into which he enters at 
the instance of the promisor ”’. 

The contract embodied in a banker’s ordinary printed form of guarantee 
is clearly, on the face of it, a contract of suretyship, and the rule “ no principal 
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debtor, no surety ”’, will accordingly apply to it unless it can be construed, in 
relation to certain types of principal debtor, whose liability to repay is or may 
prove to be unenforceable, as a contract to indemnify the banker in that event. 
It is reassuring to learn from Browne-Lecky’s case that the contract will be 
so construed if it provides that the banker shall not be prejudiced or affected 
by any want of borrowing power on the part of the principal debtor. 

The form of guarantee in Browne-Lecky’s case did contain such a provision, 
but it applied only, in the opinion of Oliver, J., to a principal debtor who wasa 
firm, a society or a company, not to an individual. If it had applied to an 
individual, Oliver, J., agreed that there would have been no answer to the 
action against the father, who would have been liable as a principal. 

Evidently, therefore, a banker intending to allow an infant to overdraw his 
account against a guarantee should make sure that the guarantee contains a 
clause to the effect that the banker’s remedy against the guarantor is not to be 
prejudiced or affected by the invalidity of the infant’s debt. 

The Browne-Lecky case is interesting also because it was argued on the 
basis of an analogy between the position of a surety for the debt of an infant 
which the Act of 1874 declares to be void, and that of a surety for the debt 
of a company incurred in such circumstances as to be beyond the company’s 
powers under its constitution. 

Oliver, J., admitted the analogy, but considered that the decisions of the 
Courts holding a surety liable for the ultra vires debt of a company might 
perhaps “‘ some day come up for review ”’. 

Among the cases referred to was Garrard v. James (1925), in which a com- 
pany’s undertaking to repay a loan made to it involved the purchase by the 
company of its own shares, and for that reason was admitted to be ultra vires 
and invalid. The defendants had joined in the undertaking as sureties for the 
company, expressly agreeing that in the event of default by the company under 
its covenants they would accept liability and would guarantee payment to the 
plaintiff in such manner as if the covenants by the company had been repeated 
in their own covenants. It was held by Lawrence, J., that although the cove- 
nant by the company was ultra vires and illegal, the agreement by the defend- 
ants, having been made in good faith and in the honest belief that it was intra 
vires and legal, was enforceable against the defendants as guarantors. 

Lawrence, J., said: ‘“‘ In my opinion the true meaning of the defendants’ 
covenants is that if the company does not perform its obligations under the 
agreement, the defendants will themselves perform those obligations. ‘ We 
will pay you if the company does not pay ’.’”’ He added: “ There are no 
decisions binding on this Court which prevent the Court from giving effect to 
what I think is in accordance with the plain honesty of the transaction.” 

The concluding words of the judgment of Lawrence, J., appear to be of 
general application where the intention is clear, and his decision may also, 
perhaps, be upheld on the ground that the document which he was construing 
was an indemnity rather than a guarantee. If, however, there is a conflict 
between his decision and that of Oliver, J., in the recent case, it can be resolved 
only by a higher Court. Meanwhile, it appears that bankers whose printed 
forms of guarantee for a company provide expressly for the possibility of 
uliva vires borrowing by the company may continue to rely on them. 














Palestine Facing Deflation ? 
By Kurt Grunwald 


GAINST a background of continuing pressure upon the cost of living in 
A Patestine —a pressure resulting from world shortages of staple foods, 

hides and cotton yarns, and from labour’s enforcement of its demands for 
higher wages by strikes, even in enterprises belonging to the trade unions— 
it must seem premature to speak of the beginning of a deflationary process. 
But, while both inflationary and deflationary trends have been apparent in 
Palestine in recent months, certain indications point in the latter direction. 

The Cost of Living Index in June, 1946, was 260, 7.e., six points higher than 
a year ago, but also six points lower than in April, when it reached its highest 
point after the abolition of the meat subsidy. Labour, both prompted by this 
increase in living costs and anxious to perpetuate some of the social gains of 
war-time full employment, is pressing for increased basi spite of 
slightly declining employment and reduced sales. The public, anticipating 
lower prices, is becoming reluctant to buy more than bare necessities. Mer- 
chants, in their turn, are most reluctant to place forward orders, and manu- 
facturers are compelled to carry considerable stocks of finished goods, as well as 
of new materials which are still scarce. At the same time, industry has con- 
siderable funds locked up in advance payments, mostly by documentary 
credits, for new plant and equipment ordered, and consequently is resorting 
increasingly to bank credits. 

This development has caused a striking tightening-up of the credit situation 
within a few months—an abrupt change-over in this sphere, from a buyers’ to a 
sellers’ market, which came as a complete surprise to those who had seen in the 
country’s increasing sterling balances a comfortable cushion for post-war 
development. In fact, however, it has always been true that, if due allowances 
were made for depreciation and stock replenishment reserves, and foreign 
holdings were deducted, it would be found that Palestine’s “ net savings ”’ 
during the war are rather small in comparison with the total of ‘“‘ abnormal ” 
balances, and quite insufficient for a large-scale development programme. 

While deposits until March were still increasing, credit demands in terms of 

advances, discounts and documentary credits were rising still faster, and the 
free margin—the excess of deposits over the amounts thus committed—was 
decreasing every month, though the April figure of 47.7 per cent. was still three 
times its pre-war level. In April, for the first time, demand deposits decreased 
by £P 568,000, while time deposits increased by £P 493,000, 7.e., a drop of 
{P 75,000 in total — whereas currency in circulation increased by 
roughly £P 1 million. Guarantees (letters of credit) dropped by over £P 1 million 
in April, owing probably to cancellations of outstanding orders which mer- 
chants, in view of the uncertain situation and the demand of the banks for 
higher margins, did not care to maintain. 

It is understandable, therefore, that most institutions are wary now in 
granting new credits, so as not to overstrain their resources and impair their 
liquidity. This, however, as Table I shows, is still maintained at a high level. 

Wholesale trade is the largest customer of the banks, topping other trades 
with a share of 23.9 per cent. in all bank loans, followed by manufacturing 
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industry with 21.7 per cent. (as at March 31). Between September, 1945, and 
March, 1946, the number of loans had increased from 43,653 to 45,579, and the 
average loan from {P 467 to £P 600. 

Total orders for goods placed abroad are estimated at approximately 
£P 60,000,000 and even more. In placing these orders, each individual merchant 
has been guided only by the demands of a market starved for goods, with little 
heed to what other merchants were doing. In the absence of any quota restric- 
tions on imports from sterling countries, or of any publication of quantities 


TABLE I 
BANKS’ LIQUIDITY POSITION 


(In £P 000.s) 


Sept., Sept., Sept., March, 
1939 “0 1944 y 1945 %, 1946 





Currency and Bullion 1,792 7.68 2,307 74 3,713 3-42 4,341 
Balances with Banks 3,738 16.02 40,204 47.8. 45,315 42.16 43,715 33.80 


Total Liquid Assets 5,530 23.70 42,571 50. 49,528 45.58 48,056 


Discounts... bea 2,248 9.63 3,767 .48 4,389 4.04 5,168 4.00 
\dvances up to I yt 7,521 32.22 9,098 “ 13,946 12.83 10,347 14.96 


3,750 16.07 21,809 CY 27,316 25.60 31,509 


Investments 7 


rotal ‘‘ Quick ”’ Assets 13,519 57-92 34,074 2 460,151 42. 56,024 


Advances over I yr. 1,994 5.54 ,302 : 2,067 I.90 2,845 
Premises o “s 309 1.58 273 a 285 0.26 272 
Other Accounts ee 257 I.10 “5 647 0.60 906 


Total ‘‘ Slow ”’ Assets 2,620 Ir.02 ,052 r. 2,999 2.76 4,023 
Accept. & Guarantees 1,071 7.16 ,37 . 9,984 9.19 21,223 





Total Assets. . «+ 23,340 100 34,17: 108,663 00 


*Capital oe ef 1,714 3s ,058 }.63 3,084 
* Reserves e° 300 - 54 4 P 1437 


*Total Own Funds. . 2,074 8. 3,985 4. 5,121 





* Debentures : 181 0.78 .o8 67 
Time Deposits ‘ 3,338 14.3 5,71: ‘ 1743 
Demand Deposits .. 897 46. 58 85 ,500 
Balances of Banks .. 3,590 15.38 2,82 23 453 
Advances Received. . 679 2. 31 160 a 243 
Bills Payable ~ 303 - 3 997 ? ,031 
Other Accounts ids 007 s. ,202 43 1,637 ,090 
Accept. & Guarantees 1,07! 7 4,8 9,984 ‘ ,223 





Total Liabilities . 23,340 100 84, 108,663 29,327 


*Local Banks only. 


for which import licences have been granted, the trade is without guidance 
and direction. Thus, for instance, it is said that orders were placed in England 
alone for 32,000 radio sets (some of them not suitable for local conditions) to 
the value of about £P 350/400,000. Furthermore, counting on a market ready 
to absorb the goods, often before arrival, the importers were prepared to tie 
up their liquid resources as well as pledge their credit. Finding on arrival of the 
goods rather reluctant buyers, some importers, hard-pressed for cash, liquidated 
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their ‘‘ reserves’, invested in securities or real estate with corresponding 
repercussions in these markets, or sold goods below cost. This happened in 
some cases during the short-lived textile “crisis’’. An undesirable effect of 
this anarchy in the import trade may be that merchants will be afraid to place 
or maintain orders for goods for which, in spite of temporary market distur- 
bances, there exists a genuine demand. 

Operating under such unstable conditions, the banks obviously need to be 
most careful in their credit policy. While they should prevent overtrading, 
they should not discourage procurement of essential supplies, essential par- 
ticularly for bringing down the local price-level. Their credit policy may entail 
a desirable drop in the inflated real estate and gold prices, but may detri- 
mentally affect the securities market as well. It is rather unfortunate in times 
such as the present that Palestine lacks a central financial authority, able to 
direct the credit policy of the banks. 

The above developments in the commodity and credit markets have been 
reflected in a further decrease in security prices. The Palestine Economist’s 
Index for June showed a renewed fall in quotations for Government Bearer 
Bonds, but a rather steadier tendency in profit-sharing securities : 


Mid-Month Quotations April May June 

I. Government Bonds i sa 105 108.2 105. 
II. Fixed Interest Securities .. si 97 -3 97 .¢ 95.5 
Il]. Profit-Sharing Securities .. iG 94-4 91. Ot «3 
II—III_ .. = bk os ar 99.7 100. 93. 
I—III oa oe as ee i 96.1 94.8 98.5 


The drop in profit-sharing industrials, despite satisfactory dividends, evidently 
reflects the uncertain transition problems of industry. Of the fourth issue of 
Government Bearer Bonds, totalling five million pounds, only £P 800,000 
worth have been sold. The Government, pending the full placing of this issue, 
is refusing authority to municipalities to borrow for development purposes 
from the banks, which were prepared to grant such loans at low rates. The 
Government has published a provisional programme of works and services on 
which it proposes to spend the £P 10,000,000 of the four issues of Bearer 
Bonds. This programme so far covers allocations of {P 7,255,000 (only 
£P 5,800,000 available so far), of which £P 1,500,000 is self-liquidating, 
{P 2,500,000 income-producing, and the rest expenditure without direct 
return. The Citrus Cultivation Loan will be granted again by the Government 
for the 1946/47 season, amounting to £P 650,000, and bringing the total up to 
£P 4,350,000. This will be the last of these loans, as the citrus industry has 
started large-scale exports again. 

Another new issue was put on the market at 98 per cent., v2z., a new series 
of 4 per cent. debentures in an amount of £P 500,000 by the General Mortgage 
Bank—the first debenture issue authorized by Government since 1939. It will 
be followed shortly by another issue of £P 200,000, specially reserved for 
holders of blocked sterling accounts, at 97} per cent. There is still an increasing 
demand for mortgage loans, and registrations of such loans totalled 
£P 2,740,000 in January/March, 1946, against £P 1,603,000 in the same period 
of 1945. Interest rates for short term mortgages has risen from 4} per cent. to 
6-7 per cent. The General Mortgage Bank, during the first half year, granted 
£P 628,000 in new loans. 
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During the years 1940/45 capital amounting to £P 39.2 millions was brought 
into Palestine by Jewish organizations and private persons. This brings the 
total figure to £{P 150 millions for the period 1918-1945. 

A valuable analysis of Palestine’s foreign assets and liabilities, published in 
the memoranda submitted by Government to the Anglo-American Inquiry 
Committee, shows the following picture. 
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The same source also provided an estimate of the sectional ownership of pin 
capital, which is of particular interest in view of the various schemes fore- £50, 
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Legal Decisions, 1925-1945 


(vi) Bank Advances — Limited Companies (concluded) ; 
Documents of Title to Goods 


By a Lecturer in Banking 


N addition to the Hunter case, dealt with last month, there are two other 
[company decisions of 1925-1945 which deserve attention from the standpoint 

of the lending banker. The first is In re Thomas Mortimer, Ltd. (1925). 
It concerned a floating charge on a company’s assets created within three 
months of the commencement of winding up and was mainly fought out on the 
interpretation of Section 212 of the Companies Act, 1908—now re-enacted as 
Section 266 of the 1929 Act. That section says: ‘“‘ Where a company is being 
wound up, a floating charge on the undertaking or property of the company 
created within three months of the commencement of the winding up shall, 
unless it is proved that the company immediately after the creation of the 
charge is solvent, be invalid, except to the amount of any cash paid to the 
company at the time or subsequently to the creation of, and in consideration 
for, the charge .. .” 

In January, 1924, Thomas Mortimer, Ltd., was indebted to the National 
Provincial Bank to the amount of just over £58,000 on current account. 
The company then issued a debenture for £50,000 to the bank in the usual 
form as a continuing security for the payment “ of all such sums of money 
as now are or shall from time to time be owing ”’ to the bank. 

Less than three months later the company, which was by that time 
insolvent, went into liquidation. Between then and the date of the debenture 
about {41,000 had been paid into the account and about £51,000 paid out 
against the company’s cheques. The liquidator argued inter alia that: 
(1) the bank paid no “ cash ”’ at all during the period referred to by Section 212 ; 
and (2) if the £51,000 was a payment of “ cash’’, that sum was partly offset 
by the £41,000 paid in. On the other hand, the bank maintained that they 
were entitled to hold the debenture as valid security for the whole of the 
{50,000 for which it was given, that they had advanced in cash £51,000, and 
that no part of that cash had ever been repaid to them. It was common 
ground that the terms of Section 212 excluded the £58,000 owing at the time 
the debenture was created, but the bank’s contention, if it were correct, meant 
that the £41,000 subsequently paid in could be used towards the extinction 
of that debt, so that the £51,000 would fall within the protection of the 
debenture up to the full amount of that document. 

Mr. Justice Romer decided against the liquidator on the following grounds : 
(1) the payments were “‘ cash ”’ paid at the request of the company to persons 
who were creditors of the company in consideration of the debenture ; (2) if 
nothing had been owing at the date of the debenture, then the £41,000 paid in 
would have reduced the {£51,000 paid out, but here there was an unbroken 
account and the creditor could use his right to appropriate the money-in to 
clear the unsecured portion of the debt. On top of that there was the normal 
banking presumption that, where there is a current account, the creditor (in 
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the absence of any express appropriation) appropriates in-payments to 
discharge the earliest entries on the other side of the account. 

This was a very satisfactory decision from the bank’s point of view, for the 
circumstances were not unusual. 

More important, perhaps, was Victors, Lid. (in liquidation) v. Lingard 
(1926). Victors, Ltd., obtained a £25,000 overdraft from the Midland Bank 
against the guarantees of the company’s directors. Not very many months 
later the directors passed a resolution at a board meeting “‘ that first debentures 
for £50,000 be issued to the bank as security for the overdraft and second 
debentures for £35,000 to be issued as and when required.” The bank 
approved, and the first debentures were duly issued and registered in the names 
of the bank’s nominees, one of whom was the defendant, Lingard. The trans- 
action was completed by the lodging of a memorandum charging the debentures 
in favour of the bank to secure the advance. 

In course of time the company was wound up and the liquidator challenged 
the validity of the debentures held by the bank, on the ground that by one 
of the company’s articles directors were prohibited from voting in regard to 
any contract, arrangement, or dealing in which they were interested or upon 
any matter arising therefrom. It was plain, argued the liquidator, that the 
directors were closely interested in the issue of the debentures in question, 
for these might relieve them of their liability as guarantors. 

Mr. Justice Romer took little time to decide that the directors were, in 
fact, ‘‘ interested ’’ and that the board resolution to issue the debentures was a 
nullity. Unfortunately for the company, the judge went on to hold that, in 
certain subsequent proceedings between the parties, the company had behaved 
in such a manner as to estop it from setting up the invalidity of the debentures, 
and the action against the bank must therefore fail. The bank’s escape, 
however, is by the way; the lesson of the case remains—that lenders to a 
company should make sure that the security offered by the directors is valid 
under the terms of the articles. 


DocUMENTS OF TITLE TO GOoDs 
Many men with an otherwise wide experience of banking are baffled by 
problems arising from advances against bills of lading and similar documents. 
It is therefore worth while to dwell on Lloyds Bank v. Bank of America (1935), 
a case which is almost a text book in itself. Strauss and Co., Ltd. (‘‘ the 
company ”’), were in the habit of pledging bills of lading to their bankers, 
Lloyds Bank, to secure large advances. The bank held a general letter from 
the company hypothecating to the bank all the documents and goods forming 
the subject matter of these advances. This letter, in dealing with the bank’s 
rights, used the following words: “and you are at liberty to exercise all our 
rights (if any) as unpaid sellers of the said goods, and without further reference 
to us to sell . . . or otherwise deal with the said goods as though you were the 
absolute owners thereof.’’ Further, it was usual for the bank to release the 
bills of lading to the company in order that the latter could dispose of the 
goods and with the proceeds repay the outstanding advance. These releases 

were made against trust receipts signed by the company. 
In January, 1935, certain bills of lading were handed to the company 
against such trust receipts ; but the company, instead of clearing and selling 
the goods, fraudulently pledged the bills of lading with the Bank of America 
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National Trust and Savings Association, which had no grounds for suspecting 
that the transaction was not in order. Shortly afterwards the company went 
into liquidation and the various creditors were left to realize such security 
as they had. Which of the two banks was entitled to these particular docu- 
ments and/or the relative goods? The Bank of America’s main contention 
was that the company were the mercantile agents of Lloyds Bank within the 
meaning of the Factors Act, 1889,* and were in possession of the documents 
with the consent of the plaintiffs as owners, and in pledging the documents 
were acting in the ordinary course of business and therefore able to give a 
good title to a pledgee without notice. Lloyds Bank denied that they them- 
selves were “‘ owners ’’ within the meaning of the Factors Act—they were 
pledgees with merely a pledgee’s special interest in the goods and the “ owners ” 
were the company. 

The effect of the trust receipt was the main point at issue. In that receipt 
the company, in taking the documents, undertook to act as the bank’s trustees 
for the sale of the goods and to remit the proceeds to the bank. The Master 
of the Rolls, after going through it carefully, and, after considering the intention 
of Section 2 of the Factors Act, held that the term ‘‘ owner ’’ as there used 
contemplated a person who could give express authority to deal with the 
documents and/or goods—and this was the position of Lloyds Bank. Moreover, 
the letter of hypothecation actually said that the bank were to be regarded 
“as the absolute owners’’. But even if Lloyds Bank were the owners, could 
the company be described as “‘ mercantile agents’ under the trust receipt ? 
On this point the Master of the Rolls also decided in favour of the Bank of 
America. He said: ‘“‘ Without obtaining the documents from the bank (and 
they only obtained them by signing this document) they never could have made 
an effective sale of the merchandise . . . because the right of the bank under 
the pledge would have stood in the way. . . . It seems to me that the case . 
is a clear one of an authority given to a mercantile agent who is employed 
in that capacity . . . within the meaning of the section.” 

The important decision, that a pledgee could be an owner within the 
meaning of the Factors Act, was approved by the other two members of the 
Court of Appeal who heard the case. One of them, Lord Justice MacKinnon, 
said he recognized that some people might fear that the Court’s ruling would 
injure business by making banks disinclined to release hypothecated goods 
against trust receipts ; but he himself thought they would continue the practice 
in spite of the risk. 

From this decision it is useful to pass to another documents-of-title case 
an Indian one that came before the Privy Council on appeal—Official Assignee 
of Madras v. Mercantile Bank of India (1934). <A firm whose business was that 
of the purchase and sale of groundnuts had an arrangement whereby it used 
to buy the nuts up-country for carriage by rail to Madras, where they were 








* Section 1, sub. s. 1, reads ‘‘ The expression ‘ mercantile agent ’ shall mean a mercantile agent 
having in the customary course of his business as such agent authority either to sell the goods, 
, OF to raise money: on the security of goods. re Section 2 Sub. ie reads ‘ Where a merci natile 


goods, any sale, orl ang or other degediiion of the goods pee by him w hee acting in the online 
course of business of a mercantile agent, shall . . . be as valid as if he were expressly authorised 
by the owner of the goods to make the same; provided that the person taking under the dis- 
position acts in good faith, and has not at the time of the disposition notice that the person making 
the disposition has not authority to make the same.” 
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stored in the warehouses of the Port Trust. When the nuts were put on rail, 
the railway company issued re ceipts to the buying firm, who in turn endorsed 
them in blank and handed them in pledge to the Mercantile Bank, accompanied 
by a specific letter of hypothecation. When the goods arrived at Madras, the 
bank entrusted the receipts to the pledging firm so that the latter could secure 
delivery against payment of the freight and lodge the bags in the warehouse, 
where they awaited subsequent disposal. 

The ple ‘dging firm went bankrupt at a time when there were 46 pledged 
railway receipts covering some 8,000 bags of nuts. All the goods were either 
in transit or in the warehouses of the Port Trust and the action was brought 
by the Official Assignee (the trustee in bankruptcy) to decide whether the bank, 
which had advanced moneys on the security of the railway receipts, had 
obtained a valid pledge of the goods. The solution of this question depended 
on two points: (1) whether the pledge of the railway receipts was a pledge 
of the goods or merely a pledge of the documents ; and (2) whether the letter of 
hypothecation constituted a good equitable charge, binding between the 
insolvent firm and the bank, and so equally binding on the Official Assignee 
as the person standing in the insolvent’s shoes. 

The first point was settled in the bank’s favour by reason of the fact that 
the Indian equivalent of our Factors Act does not (as does the English Act) 
confine to a “‘ mercantile agent ’’ the right to give a valid pledge of the goods 
by a pledge of the documents, but extends that right to the owner also. In 
English law the only document ipso facto excluded from this limitation is the 
bill of lading, but it is worth remembering that some warehouse companies 
(e.g., Mersey Harbour Board) have by private Acts of Parliament assimilated 
thei ir warrants to bills of lading. Here it is worth while to quote Lord Wright’s 
remarks on the law as it stands i in England through the operation of the Factors 
Act: ‘“‘ Thus the curious and anomalous position was established that a 
mercantile agent, acting it may be in fraud of the true owner, can do that which 
the real owner cannot do ; that is, obtain a loan on the security of a pledge of 
the goods by a pledge of the documents without the further process being 
necessary of giving notice to the warehouseman or other custodian and 
obtaining the latter’s attornment to the change of possession.”’ 

Then came the second point—what was the precise effect of the letters of 
hypothecation ? Here, the law was the same as in England. The letter, 
said Lord Wright, ‘‘ was in terms an acknowledgment by the insolvents that 
they had deposited the property documents and securities thereunder men- 
tioned as collateral security for the advance, with a power of sale in the case of 
default. . . . This letter, in their Lordships’ judgment, constitutes a good 
equitable charge which is binding between the insolvents and the respondents 
(bank), and is equally binding on the appellant (Official Assignee), who, for 
this purpose . . . has as against the respondents no higher or better right 
than the insolvents had at the date of the insolvency.’’ So on this ground, 
also, the bank was entitled to judgment against the trustee in bankruptcy. 





































Previous articles in this series have discussed the principal cases under the following heads : 


THE COLLECTING BANKER: May, June and July issues. 

THE PAYING BANKER (General): July and August issues. 

THE PAYING BANKER (Garnishee Orders): September issue. 

THE LENDING BANKI-R—Guaraniees ; Limited Companies: September issue. 
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Continental Currency Chaos 
By Paul Einzig 


HE maintenance of the stability of sterling and a number of other 
"T currencies has gone some way towards preventing a repetition of the 

nightmare currency experiences of the ‘twenties. But the European 
continent has by no means wholly escaped post-war currency chaos. The 
slump of the dr achma in 1944 surpassed even the German inflation of 1923. 
Both were exceeded by the depreciation of the Hungarian pengo. To a less 
extent, the Rumanian leu has depreciated, and so have various other continental 
currencies. While the official rates are maintained, black markets experience 
violent fluctuations, with a very substantial turnover. Gossip avers that the 
volume of gold and foreign currencies that is changing hands in the French 
black market or is hoarded by the French public is equivalent to a secondary 
reserve comparable in size with the published reserve of the Bank of France. 

One of the main characteristics of the currency chaos that is following 
World War II is the existence of sharp disparities between the quotations for 
drafts or transfers and the open market prices of notes. Another outstanding 
feature is the wide discrepancy between the prices of the same notes in various 
countries. Both phenomena are due to the facts that, while the rate for drafts 
or transfers is officially controlled, the authorities of most countries take no 
interest in the quotation of their notes; and, in addition, the movement of 
these notes to and from the countries of origin is subject to restrictions. 

A few examples of the confused state of affairs will suffice. In Switzerland, 
pound notes are obtainable around 10 Swiss francs, against the official exchange 
rate of 17.35. French franc notes were at one time as low as 65 Swiss centimes 
per 100 French francs, though they have since recovered to 1.40 Swiss francs. 
Italian lire were recently at about one centime per lira. 

The discount on the pound notes is explained by the fact that their re- 
import into this country is limited to {10 per traveller. Swiss buyers cannot 
be credited with the ste rling value of any notes they choose to buy ; they have 
to re-sell them to a traveller or to a speculator who considers the rate low 
‘nough to make it worth his while to hold the notes. Even dollar notes are at 
a discount in Switzerland compared with the official exchange rate. Although 
there is no embargo in the United States on the re-import of dollar notes, the 
proceeds would be credited to dollar accounts which could not be converted 
into Swiss francs, owing to the existing arrangement under which the Swiss 
National Bank only buys dollars originating from exports. 

Both pound notes and especially dollar notes are, on the other hand, at a 
considerable premium compared with the official rates in France, Italy and 
other countries in Europe. While Swiss people have no desire to hoard such 
notes, there is a very strong hoarding demand for them in countries with weak 
or relatively weak currencies. Speculators and hoarders in such countries are 
not worried by the lack of opportunity to convert the pound notes into sterling 
balances, or to convert the proceeds of the dollar notes into their own national 
currencies. They prefer to hold the pound or dollar notes themselves. Of 
the two, they of course prefer the dollars, so that the sterling-dollar cross-rate 
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in France and other continental countries works out at something like 3 dollars 
or less to the pound, against the official sterling-dollar rate of 4.03. 


The discount on franc and lira notes in Switzerland compared with the 
official franc and lira exchange rates is very wide, owing to the fact that the 
flight of capital from France and Italy—especially the former—took the form 
of illicit export of notes. The absorbing capacity of the Swiss market is, 
however, very limited. With the memory of the non-stop depreciation of the 
mark in 1923 still in their minds, Swiss speculators prefer not to touch such 
notes. Demand is mainly for the requirements of tourists. Many Swiss 
people bought up lire or francs and spent very cheap holidays in Italy or 
France. British tourists, too, have realised the possibilities offered by the 
low price of franc or lira notes. A great many Englishmen—and (who knows ?) 
Scotsmen, too—spend only a few hours in Basle. After cashing their travellers’ 
cheques in Switzerland they buy French notes with the proceeds and promptly 
return to France, where they can thus have as luxurious a holiday as the £75 
allocated to them by the Treasury permits. By so doing, they do not break 
any British law ; they do, however, circumvent the French restriction on the 
re-import of Bank of France notes in excess of Frs. 4,000. These operations 
actually yield a larger profit than might be secured by selling pound notes in 
France—if such notes were freely exportable—or if the regulations were 
evaded. Profitable ‘‘ arbitrage’ can also be carried out with Italy, where 
the premium on pound notes is well over 100 per cent. 


Owing to the persistence of such discrepancies, the continental markets for 
foreign notes have seen a reappearance of the Valutenschieber (‘‘ shifter of 
foreign currencies ’’’ is the nearest translation), a type that gained notoriety 
during the currency chaos of the early ’twenties. These operators follow the 
discrepancies, and find excuses for travelling from one country to another, 
with bundles of notes well concealed in their luggage or on their person. In 
addition to the France-Switzerland-Italy triangle, there are various other 
itineraries which ingenuity devises. Tangier is one of the centres through which, 
it is said, the British exchange regulations are systematically circumvented. 
Margins of profit are very wide, and some of these post-war profiteers have 
made a fortune, even though the market is rather sensitive and reacts sharply 
to operations on a professional scale. The strike of French Customs officials pro- 
vided currency shifters with an opportunity of operating on a really large scale. 








At the other extreme there is the proverbial citizen of Aberdeen who is 
said to have managed to have a free holiday in Switzerland. This legendary 
individual is said to have spent but a small part of the Swiss franc proceeds of 
his travellers’ cheques at the modest pension where he lived for a week or so ; 
with the balance he bought pound notes at a discount, and calculated that, 
when he reached his native heaths, he would have just half-a-crown more 
than when he started out. On his return, however, the watchful authorities 
made sure that, on balance, he had a very expensive holiday indeed—with the 
gracious option, which he declined, to take another and longer holiday at 
their expense. Or did they ? The law-abiding traditions of Scotsmen are so 
well known that the authorities must have been pursuing a mythical figure. 
But the story is too good an object-lesson, in what might be done amid present 
chaos, to dismiss on that account. 
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There can be no doubt, however, that there is a fair amount of smuggling 
of pound notes going on in both directions, especially outwards. The result 
is that the revival of the tourist traffic is costing the Treasury much more than 
was expected when the £75 limit was fixed. The pound notes that find their 
way abroad constitute an addition to our balance of international indebtedness, 
and in existing conditions this country can ill afford this. The remedy could 
be the checking of the tourist traffic, or the return to the war-time search of 
outgoing as well as incoming travellers, or the reinforcement of the penalties 
in order to increase their deterrent effect. While it is doubtful whether the 
Government would resort to either of the first two remedies, it may well adopt 
the third. 

Moreover, the existence of fluctuating markets in pound notes would 
provide the Exchange Equalization Account with excellent opportunities for 
effective intervention. Having achieved high technical skill before the war, 
since 1939 it has had to allow its weapons to become rusty through disuse. 
A few bear squeeze; and other operations might prove both profitable and 
instructive. 


Appointments and Retirements 


Accepting Houses Committee—Colonel Bertram Abel Smith, D.S.O., M.C., has resigned 
the chairmanship, but will remain a member of the committee. Sir Edward J. Reid, Bart., 
0.B.E., of Baring Brothers & Co. Ltd. and the Hon. R. H. Vivian Smith of Morgan Grenfell & 
Co. Ltd. have been elected respectively chairman and deputy chairman. 

English, Scottish and Australian Bank—Mr. S. M. Ward resigned from the chairmanship 
as from August 31, after nearly nine years, but retains his seat on the board. He is succeeded 
by Sir Frederick W. Young. 

Lloyds Bank—Head Office: Mr. H. R. Harraway, assistant general manager, retires at the 
end of October after 43 years’ service, and Mr. F. O. Faull, hitherto in charge of Administration, 
becomes assistant general manager on the banking side. Mr. R. F. E. Whittaker, C.B., C.B.E., 
deputy staff secretary, to be assistant general manager (Administration). Mr. R. H. Wilson, 
M.C., staff secretary, retires after 46 years’ service, to be succeeded by Mr. G. Dodd, staff con- 
troller, Northern Area. Mr. R. J. Blanch, from Horley, to be assistant staff secretary. Mr. 
T. W. Boss, of Head Office, to be staff controller, London Area. Mr. L. G. Mills, assistant treasurer, 
to be treasurer on resignation of Mr. D. R. Colville. Mr. F. E. Crang, from Beckenham, to be 
assistant treasurer. Mr. G. C. Harraway to be an accountant. District Office, Birmingham : 
Mr. T. J. Score is retiring after 43 years’ service. Mr. T. E. Hurst, manager of Colmore Row, 
Birmingham, to be district manager. Mr. W. Crook, from Temple Row, to be assistant district 
manager. Beckenham: Mr. P. G. C. Edwards, from Belgrave Road, S.W., to be manager. 
Belgrave Road, S.W.: Mr. I. O. McCuaig, from Berkeley Square, W., to be sub-manager. Chelms- 
ford (also Witham) : Mr. F. C. Thody, from Skegness, to be manager. Colmore Row, Birmingham 
(also Pavade) : Mr. C. Mander, from Coventry, to be manager. Mr. F. Rossington, sub-manager, 
to be an assistant manager. Coventry: Mr. E. B. Goddard, from Stafford, to be manager. 
Crediton : Mr. A. Bourne, of Crediton, to be manager on retirement of Mr. F. Baker. Horley: 
Mr. N. E. West, formerly sub-manager at Shrewsbury, to be manager. Lianelly: Mr. V. G. 
Martin, of the inspection staff, to be sub-manager on retirement of Mr. S. B. T. Jones. Mumbles, 
Swansea : Mr. W. W. Hughes, clerk-in-charge, to be manager. Seaton: Mr. L. P. Cawse, from 
Ivybridge, to be manager on retirement of Mr. J. T. Warren. Skegness (also Wainfleet) : Mr. 
H. C. Walls, from Lincoln, to be manager. Stafford: Mr. F. T. Elkington, from Chelmsford, to 
be manager. Temple Row, Birmingham: Mr. G. Freeman, district manager’s assistant, Bir- 
mingham, to be manager. Uplands, Swansea: Mr. R. J. D. Williams, clerk-in-charge, to be 
manager. India and Burma : District Office, Calcutta: Mr. W. T. A. Page, of the District Office, 
to be district manager’s assistant. Bombay: Mr. F. D. Hall, from Calcutta, to be assistant 
manager. Calcutta: Mr. C. Gardner, a sub-manager, to be manager; Mr. P. J. Bidwell, from 
Bombay, to be sub-manager. 

Midland Bank—London, Aldgate : Mr. A. H. Goodrich, of 431, Oxford Street, to be assistant 
Manager in succession to Mr. E. Lister; Bermondsey : Mr. C. J. Hunt, of Seething Lane, to be 
manager on retirement of Mr. F. E. Broughton; Cannon Street: Mr. J. E. Mann, of Queen 
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Queen Victoria Street : Mr. 


Victoria Street, to be manager on retirement of Mr. A. E. Pointin ; 
Rochester Row: Mr 


N. Stephens to be assistant manager in succession to Mr. J. E. Mann; 
H. W. Goldenberg to be manager on retirement of Mr. F. C. Gooding ; Stoke Newington : Mr 
E. Lister, of Aldgate, to be manager on retirement of Mr. J. H. Cooper. Brighton, North Street : 
Mr. F. W. Barraclough, of Old Christchurch Road, Bournemouth, to be assistant manager in 
succession to Mr. C. O. Hunt. Cheltenham, Montpellier : Mr. F. S. Rimmington, hitherto clerk- 
in-charge, to be manager. Eastwood: Mr. T. S. Saynor, of Heanor, to be manager in succession 
to Mr. T. E. Gower. Guildford: Mr. C. O. Hunt, of North Street, Brighton, to be manager on 
retirement of Mr. F. W. Lewis. Huddersfield, Cloth Hall Street : Mr. W.C. Schofield to be assistant 
manager in succession to Mr. D. A. Smith. Lincoln : Mr. T. E. Gower, of Eastwood, to be joint 
manager. Morpeth: Mr. W. Morrison to be manager on retirement of Mr. G. S. Jessup. New 
Ferry Mr. A. P. Wilson, of Market branch, Liverpool, to be manager on retirement of Mr. 
T. L. Jones. Northallerton: Mr. J]. H. Gatenby, of Wallsend, to be manager on resignation of 
Mr. J. B. Wilson. Stokesley : Mr. R. C. Mook, of Darlington, to be manager on retirement of 
Mr. M. D. Ritson. Wallsend: Mr. H. R. M. Henderson, of Grainger Street, Newcastle-on-Tyne, 
to be manager in succession to Mr. J. H. Gatenby. 


Midland Bank Executor and Trustee Co., Ltd.—London, Poultry: Mr. J. C. Gaukroger, 
of Brighton, to be deputy manager. Mr. P. McFarlane, cf Hull, and Mr. H. A. A. Glenister, to 
be assistant managers. Brighton : Mr. ]. E. Walker, of Nottingham, to be manager in succession 
to Mr. J. C. Gaukroger. Hull: Mr. H. C. Kendall, of Bristol, to be manager in succession to 
Mr. P. McFarlane. Newcastle : Mr. C. Cape, hitherto acting manager, to be manager. Nottingham: 
Mr. E. G. Marriott, of Poultry (London), to be manager in succession to Mr. J. E. Walker. 


National Bank of Scotland— Arbroath : Mr. A. Cargill, to be joint manager with Mr. J. A 
Oliver. Mallaig: Mr. J. Saint to be manager. 

North of Scotland Bank—Mr. F. J. Ogston, formerly manager at Lothbury, to be assistant 
general manager and Mr. J. D. Petrie, superintendent of branches, to be secretary (following 
retirement of Mr. J. Fettes after long service) and superintendent of branchés. Mr. D. F. Gibson 
to be senior inspector of branches. Mr. G. A. Wright and Mr. E. E. Gamley to be inspectors of 
branches. Chief Glasgow Office: Mr. David Smith to be assistant manager. Elgin, 151, High 
Street: Mr. J. A. Hay to be manager on retirement of Mr. D. J. M. Lamb. Fraserburgh, Saltoun 
Square: Mr. J. Bruce to be manager. Banchory, High Street: Mr. H. W. Auchinachie to be 
manager. Stonehaven : Mr. A. W. McDonald to be manager on retirement of Mr. D. Macdonald 
Insch : Mr. G. Cockburn to be manager. Rhynie: Mr. L. J. Paterson to be manager. Buckie, 
Cluny Square: Mr. W. A. Fowler to be manager on retirement of Mr. A. Gerry. Fyvie: Mr. 
P. I. Murray to be manager on Mr. A. Redford’s retirement. Longside: Mr. J. Grant to be 
manager on retirement of Mr. J. M. Birnie. Tomintoul: Mr. 1. W. Barrack to be manager. 
Glenlivet : Mr. D. McConachie to be manager on retirement of Mr. John Grant. Perth, Scott 
Street : Mr. W. Miller to be manager following retirement of Mr. A. S. Cranna. Glasgow, Wesi 
George Street: Mr. A. A. Kadwell to be manager. Greenock : Mr. M. Chalmers to be manager. 
Huntly, The Square: Mr. J. G. Insch to be manager on retirement of Mr. A. W. Reid. Crieff : 
Mr. G. A. Anderson to be manager. 

Union Bank of Scotland—Sir Cecil M. Weir, K.B.E., M.C., D.L., has, as a consequence of 
his appointment as President of the Economic Sub-Commission in the Control Commission for 
Germany (British Element), which will necessitate prolonged absence from Scotland, relinquished 
his seat on the Board. Barrhead: Mr. R. Barclay to be manager following the death of Mr. D. 
Pollock. Coatbridge : Mr. A. Cameron to be manager on retirement of Mr. J. Lawrie. Carmunnock 
Sub-Branch Re-opened under charge of Mr. J. Allan, manager at Mount Florida Branch, 
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Assurance: Incorporated A.D. 1720 


INVITES BANK MANAGERS TO CALL UPON ITS SERVICES 
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Special Life Assurance facilities for Bank Staffs 


Head Office at Royal Exchange, London. Branches throughout the Country 
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Banking Statistics 





National Savings 


(4 millions) 


(1) Small Savings by Quarters 


Certi- Defence Savings 
ficates Bonds Banks Total 
(net) (net) (net) Small 
42. 21.9 59.5 124.1 1945 IIl 
4 23.0 57-2 126.5 I\ 


1940 I 


I] 


1946 Jan. 
Feb. 

. 74. Mar 
54- 92. .! Apl 
18.5 71 May 
1d. 090 
July 
19.8 108. Aug. 
18.1 (Le a 


(2) Large Savings by Quarters 


June .. 


Savings 
Certi- 
hcates 
(net) 
a 
39.2 


Le 
0.9 


National Interest 
War Savings free 


Total 


National 
War 
Bonds 


Savings 


Defence Savings 
Bonds Banks 
(net) (net) 

30.3 99. 


Total 
Small 


142.1 


7 
O72 76.4 202.5 


2.0 120.7 
5 30. 


48. 
30. 
34- 
10.3 
ro. 
9.: 


7. 


Interest 
free Total 
Bonds Loans Large 


3onds Bonds Loans Large 


203.8 223.7 3-9 431.4 ve -4 95.9 Dis 97-5t 
62.8 94.9 1.9 159.6 << @Bcs 81.4 .5 108.0T 
140.4 105.8 1.8 248 188.1 207.8 . 390. 

153-0 77-0 5 233- so S258 G7E.3 5 Fez. 

, 1940 3 2.5 oi Z.4 
359°: | ae 288.0 287. 
304. : 
249. 1946 Jan. .. Es : ik 
200. Feb. .. 

ee “a is 

267. Apt. .. o. 

386. May .. 93- 

106. june .. 194. 

July .. 129. 


.2 «3 5 211.0f 
1944 LV, £37.3 mns. ; 





t Excluding Exchequer Bonds 1945 I, £165.2 mns.; 1945 II, £124. 





Revenue and Expenditure 


Ord. | By 
Deficit Quarters : Deficit 
{m. . 4m. 
1944 I 381.1 

8 of . $15.0 
. 759. 
7 
I\ ‘ : 847. 
1941 ie 3867. 1408. 3 362. 
1942 4775- 2074. II . 5‘ 695.3 
1943 5623. 2819. 803. Il] : me 693. 
1944 5788... 3038.: : IV 
1945 6057 .° 3238. 1940 


Ord. 
Exp. Rev 
£m. £m 
1937 ; 830. 823.3 
1935 a $935. 672. 
1939 1054.° 927-3 
1940 15009. 1049.2 


Year to 
Mar. 31 


NO oO 
x 
* * 
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II a ' 273. 


* Allowing for loan expenditure. 
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Treasury Deposit Receipts 












Including 
prior Outstanding 
By Quarters Raised Redeemed Encashments (end of period) 
{m {m. {m. £m. 
1943 I ; a4 is 449.0 440.5 150.5 969.0 
Il “ we = 745-5 789.0 219.5 925.5 
III ae os 604.5 415-5 108.0 TIT4.5 
IV a , au 939.0 652.5 96.5 1401.0 











1944 I : ay ro 695.0 706.5 180.5 1389.5 
I] oa ic un 980.0 1018.5 255-0 1351.0 
Itl as = ia 875.0 644.0 115.0 1582.0 
I\ “% s “4 1130.0 917.5 139.0 1794-5 













1945 I a 935.0 870.5 137.0 1859. 
If F ‘ 1300.0 1083.5 97.5 2075-5 
It] aad ‘ - 1005.0 958.5 162.0 2122.0 
845.5 1331.0 199.5 1636.5 
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14.5 1559.0 


1946 I is us an 804.5 882. 
1390.5 


LI ° a a% 620.0 738. 
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1945 Aug 25 2g0 .O 237-0 24.5 2185.5 
Sept 30 $50.0 543-5 109.5 2122.0 
Oct 27 475.0 509.0 94.0 2088.0 
Nov 24 50.0 295.0 36.0 1843.0 
Dex 31 320.5 527.0 69.5 1630.5 
1946 Jan 26 139.5 177.5 4-5 1598.5 
Feb 23 210.0 230.5 5-5 1572.0 
March 30 455.0 $05 Oo 4.5 1559.0 
April 27 . * $30.0 146.0 6.5 1543-0 
May 25 60.0 19.0 1483.0 
June 30 190.0 282.5 ar 1390.5 
July 27 - 225.0 136.0 1479.5 
\ug. 31 md ~ 455-0 287.5 xa 1647.0 






* Periods ended on last Saturday in each month, except at final month in each quarter. 










WEEK-TO-WEEK BORROWING 
Net New | Net New 











Week ended Raised Redeemed Borrowing | Weekended: Raised Redeemed Borrowing 
june 1 .. $0.0 40.0 AE: 2 «« 2 - 25.0 
eps ;. 72.5 72.5 a RO a _ 40.0 

Ls 15 go 84.0 6.0 ee IF «« 390.0 68.5 IOL.5 
mm 22 100 85.0 15.0 pa 24 .. 396.0 138.5 11.5 
L 29 1.0 1.0 | Z 31 oe 96.0 80.5 — 10.5 
July 6 150 129.0 21.0 Sept. 7 .. 160.0 114.5 44-5 
13 50 6.5 43-5 ae 14 .. 160.0 118.0 42.0 

20. 0.5 0.5 ~ 2 3 See 16. 5 














Floating Debt 


Sept. 22, Aug. 24, Aug. 31, Sept. 7, Sept. 14, Sept. 21, 








1945 1946 1946 1940 1946 1946 
fm £m. £m. £m. fm. £m. 
Ways & Means Advances 
Bank of England - $9.0 12.3 13.8 20.0 1.5 — 
Public Departments A 609.7 433-9 461.7 418.1 439-4 438.5 







Treasury Bills 

Tender... i ms 1690.0 1950.0 1950.0 1950.0 1950.0 1950.0 
; Tap at an wa 2349.6 2511.4 2519.3 2522.7 2508.1 2541.7 
rreasury deposit receipts oe 2112.0 1057-5 1647.0 1692.5 1734-5 1798.0 











6810.3 6565.t 6591.8 6603.3 6633.5 6728.2 








Now—a copy to call 
your own 


NO need any more for 
investors to rely on the hazard of seeing 
someone else’s copy of THE FINANCIAL 
TIMES, to go through the day incompletely 
informed, to miss the market because 
they have missed the prices and the news 
behind the prices. Newsagents can now 


accept orders for the regular daily 


New supply of 


wing 


FINANCIAL TIMES 


Incorporating THE FINANCIAL NEWS 


Nothing else will do 
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Exchequer Issues and Receipts 
WEEKLY AVERAGES 
Total Total 
txpendi- Ordinary Deficit Expendi- Ordinary Deficit 
ture§ Revenue ture§ Revenue 
£m. £m. fm. £m. £m 
1938 av 1Q. 17.0 2.2 1942 .. 102.6 50. 
1939 1 28. 18.8 10.0 3643 «. ‘Bie. 55. 
1940 ne 63. 24.0 39.9 1944 .. Iq. 61. 
1941 ipl 88. 36.0 52.5 1945 .- I10. 62. 
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Period Ended : April 
1944 Jan. 112 os.4 j May 
Feb 122.5 97-7 ‘ June 
Mar. 3 123.5 70. 53- July 
April 109 45. ‘ Aug. 
May 7 109. 50. ‘ Sept. 
June 108. 43.: . Oct. 
July 112. 57- 54. Nov. 
Aug. 107.5 53 4. Dec. 
Sept. : 123. 56. 
Oct. 118. 52.5 Jan. 26 82. 
Nov. 25 110. 47-3 ? Feb. 23 97. 
Dec. 116, : 49. , Mar. 31 126. 
April 27 89. 
1945 Jan. 2 112. Str .3 t. May 25 67. 49. 
Feb. 2 123. 110.9 12.5 June 30 77. 42. 
Mar. 3 133. 75.1 58 .¢ July 27. 68.: 54. 
§ Ordinary expenditure plus other expenditure (excluding sinking funds but including 
expenditure of a capital nature). * Surplus. 
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Tax Certificates 


Net | Net 
Raised Issue* | Raised Raised Issue* 
£m. fm. | £m. ‘m. {m. 
23.9 493.9 1944 Nov... 41.2 
468.9 Dec. .. 63.0 
443- 
457+ 1945 Jan. 
480.5 | Feb. 
514. Mar. 
537: Apr. 
550. May .. 
582.8 | June... 
597- July 
610. Aug. .. 
646. sept. .. 
2 See 
Nov. .. 
594. Dec. 
500. 3 
561.8 | 1946 Jan. 
580. Feb. 
592. a 
624. | Ae. 33 ORs 
638.3 | may... 4%. 
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rane pees comfort and increase output with 


Statistics compiled over six years in 
five factories showed a marked de- 
cline in output in hot weather. Ina R I CH A R D 


this drop was nearly three times asf CCL 2 1 ALL|venricATIon 


great as ina well ventilated factory. 


Richard Crittall & Co. Ltd., Heating & Ventilating Engineers, Prudential Buildings, Birmingham, 


VALUATIONS 


For more than 60 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 
variety of pu rposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of a firm of repute 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, LONDON, €E.C.2 
Tel. MONARCH 3422 


TO BANK MANAGERS 


Please consult us—we have been established since 
1772 — regarding your customers’ JEWELLERY & 
SILVER. We will gladly advise you free of charge. 


SPINK & SON, LTD. 


Wedelbes t 5,6 and 7 King Street, Tel.: WHItehall 5276 
- The King St. James’s, LONDON, S.W.1 4 lines 





THE NATIONAL CITY BANK OF NEW YORK 


Incorporated with limited liability under the National Bank Aet of the U.S.A. 


Founded 1812 
Head Office: 55 Watt Street, New York 


117 OLD BROAD STREET, E.C.2 London Offices : 11 WATERLOO PLACE, S.W.1 








THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746 


Head Cffice :—38 ST. ANDREW SQUARE, EDINBURGH 


Branches throughout Scotland 


London Offices : 
City Office :—38 THREADNEEDLE STREET, E.C.2 


West End Branch :—198 PICCADILLY, W.1I 
Affiliated to Barclays Bank Ltd. 





THE ECONOMIC RECORD 
The Journal of the Economic Society of Australia and New Zealand | 
Published half-yearly in June and December. 


“The Economic Record ™ publishes authoritative articles by recognised economists on economic, | 
financial, labour and social conditions in Australia and New Zealand. 


It is the only Journal in Australia which examines these questions from a scientific point of view. 
Single copies, 5 shillings (Australian) 
Annual subscription, 10 shillings (Australian) 

Subscriptions should be sent to the publishers : 


The Managing Director, THE MELBOURNE UNIVERSITY PRESS, 
MELBOURNE, N.3., AUSTRALIA. 





A. M. BONNER, 


30 LIME ST. 


DATING STAMPS, URGENT ORDERS AUTOMATIC NUMBERING AND 


ENDORSING INKS AND DATING MACHINES, COMPANY 
SELE-WING PADS A Speciality SEALS, GRMBRAL ENGRAVERS 








